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THE BRITISH COAL AGREEMENT"™ 


ITS OPERATION, 1921-24 


The essence of the British coal agreement lies in its prosperity- 
sharing clauses. But if there be no prosperity there can be no 
sharing. Translated into financial terms, the presence of pros- 
perity depends on the existence of a surplus after certain rigid 
and inflexible, and therefore indivisible charges have been met. 
These prior charges consist in the minimum wages, the establish- 
ment expenses, and the standard profits of the owners. Only 
when all these are met does any balance come within the category 
of a divisible surplus. 

Two results follow from this. In the first place, only when 
trade is good does the agreement become operative. In actual 
fact, during the almost three years’ currency of the agreement, 
the coal trade, in spite of a steady increase in volume, has not 
been able to command remunerative terms. 

Each of the thirteen districts is treated in the agreement as 
a self-contained unit, and conditions have naturally affected 
each in different degrees, but in the main it is true to say that 


*See April number of the Journal of Political Economy for Part I of this 
article. 
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proceeds have been insufficient to pay the prior charges. The 
establishment costs and the minimum wages have, of course, 
been paid, but enough has not remained to pay the owners their 
full standard profit of 17 per cent of standard wages. 

In the second place, the non-operation of the prosperity- 
sharing clauses has meant that the men have received no more 
than the irreducible minimum, with the inevitable result that 
attention has been concentrated almost exclusively on raising the 
amount of that minimum, without regard to the disastrous effects 
such action would have on the other clauses in the agreement. 

Yet, in spite of these adverse conditions, both sides are 
prepared to abide by the principles embodied in the agreement. 
No better testimony to their soundness could be given. In no 
industry is their application more difficult, in none is labor 
unrest and labor power so great, and yet, after an extended 
period of extreme depression, both parties are prepared to carry 
them on. It is true that the miners have persistently agitated 
against the details of the agreement, and, failing to get what they 
considered adequate concessions, have given notice to terminate 
it. But their protests have never been against the principles 
of the agreement, but against the figures contained in it, and all 
their proposals for a new settlement embodied the principles 
of the old. Neither side is, or is ever likely to be, completely 
satisfied with the detailed apportionment of the proceeds, but 
there is a general consensus of opinion that, under private 
enterprise, no better system can be devised. 

We propose to consider the effects of the agreement on the 
industry under the following four headings: (1) wages, (2) em- 
ployment, (3) output, and (4) industrial relations. 


THE EFFECT OF THE AGREEMENT ON WAGES 


Strange as it may appear in view of the fierce light of publicity 
cast on the coal industry, still it is true to say that no regular 
returns exist of the actual earnings in cash of the different grades 
of miners. The present dispute in the industry has made a 
wage census necessary, and that is now being taken, though the 
results are not yet available. The only other direct evidence that 
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exists relating to the period of the agreement is contained in a 
return submitted to the British Prime Minister early in 1923 
by the coal owners and referring only to two consecutive weeks 
in December, 1922. These figures must be used with caution 
as they were not impartially ascertained, though they are 
presumably correct as no evidence has been advanced by the 
miners in contradiction or disproof. 

But this omission is not so serious as it looks. Although we 
cannot tell how the total wages paid were distributed between the 
six main grades of workers and their many subdivisions, we can 
tell accurately to the fraction of a penny the relative movements 
in wages. For each of the districts, reliable statistics exist, 
enabling us to ascertain the percentages payable in excess of the 
basis wage-rateS, the average earnings per man-shift, the quarterly 
earnings, the subsistence wages paid to adult colliery workers, 
and the costs of wages per ton of coal produced. These furnish 
ample evidence for our purpose. 

The express object of the agreement was to establish 
machinery by means of which wages might be automatically 
adjusted at frequent intervals in accordance with the trading 
results of the particular coal field. At first the period chosen 
was one month, but later, at the request of the men, bi-monthly 
periods were taken. But continual stock-taking occupies a 
certain time, and the results are not available for the determina- 
tion of wages until a further period of two months has elapsed; 
for instance, the wages paid during March and April, 1924, 
depended on the proceeds for the months of November and 
December, 1923; the January and February wages, on the 
results of the trading for the preceding September and October. 
This means that the extra wages resulting from a prosperous 
period are retained by the owner and paid out only after an 
interval of two months. During a time of rising prices the 
owners’ profits will appear greater than they are in reality, and 
similarly during a period of falling prices, losses will be exagger- 
ated or profits minimized. The miners’ leaders have frequently 
overlooked these simple facts, as for instance when Mr. Vernon 
Hartshorn said on June 21, 1923, in the House of Commons: 
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“|... itis perfectly safe to predict that the coal owners’ profits 
for 1923 will not be less than £30,000,000 sterling.” 

Another preliminary point of great importance in considering 
the relative position of the miners is concerned with the common 
distinction between real and nominal wages. Few industrial 
workers get so many perquisites as the miners. In Northumber- 
land and Durham the married miner gets free coal on a liberal 
scale and also rent-free housing, or an allowance in lieu thereof, 
while in practically every other district he gets his coal at reduced 
rates. The miner is the only householder who suffers little 
through an increase in the price of coal. Of greater importance, 
however, are the special privileges which have been conceded 
the miners since pre-war days. Of these the most notable is the 
reduction of hours in 1919 from eight to seven pér shift without 
loss of wages. The day-workers got the same wages for the 
shorter hours, while the piece-workers got an advance in rates 
averaging from 13 to 14.2 per cent as compensation for the lost 
hour. Further, under Part III of the Mining Industry Act, 
1920, a fund is constituted from the proceeds of a penny levy 
per ton of output to promote the social well-being, recreation, 
and betterment of the miners. Already several millions of 
pounds have been collected, and hundreds of welfare schemes are 
in progress designed to increase the amenities of the miner’s 
life. 

In the British coal-mining industry the year 1920 was a time 
of great ambitions, but the year 1921 was the year of the great 
disillusionment. In its first few months the industry was saddled 
with the burdensome wage rates left as a legacy by the govern- 
ment, while the export trade which had supported these rates 
had dwindled to insignificant dimensions. The gravity of the 
situation when on March 31 the industry was decontrolled 
may be illustrated by a comparison with the corresponding 
figures for 1913. The output had declined by about 25 per cent, 
the cargo and bunker trade by nearly 64 per cent, while costs 
had increased by 320 per cent and a profit of 1s. 4d. per ton was 
converted into a loss of 7s. per ton. The owners were faced with 
the exceedingly difficult task of restoring the industry to a sound 
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economic basis. The markets lost had to be recovered, home 
industry had to be supplied with coal at the low price it could 
offer, and labor and other costs had to be drastically reduced to 
meet the pockets of an impoverished custom. ‘The three months’ 
stoppage was the first result of their effort. When on July 4 
work was resumed, the accumulated demand stayed for a few 
weeks the process of economic adjustment, but the last few 
months of 1921 saw it resumed at an accelerated pace. The 
export price of coal fell steeply throughout the year, being about 
65s. 4d. per ton f.o.b. early in the year and only 24s. 11d. at the 
end, and this drastic reduction, combined with an equally drastic 
reduction in freights, enabled the industry to recover from the 
competition of the United States many of its pre-war European 
markets. 

These trading conditions were faithfully reflected in the pay 
envelopes of the miners, and wages continued to fall until the 
end of 1921. The highest wages ever paid in the industry were 
those ruling in January, 1921, but successive reduction had by 
December lopped off about gs. 6d. per shift, amounting to a 50 
per cent reduction for all workers employed above and below 
ground. In no other important industry were wage reductions 
made to anything like the same extent during that period. 
For the mining and quarrying group the aggregate decreases 
in weekly wages during 1921 were estimated at £2,588,000, as 
compared with a total of £6,006,c00 for all the other trades, 
including over 7,000,000 workpeople." This unprecedented 
drop in wages was uneven in its incidence. Those districts like 
South Wales and Northumberland, which export a large propor- 
tion of their output, suffered most severely; Durham and the 
Scottish district suffered less severely; while Yorkshire, Derby- 
shire, Nottingham, Warwick, and Leicester, being chiefly 
dependent on the home market, escaped the blighting effects of 
the low export prices then ruling. 

During the three months, July to September, 1921, the miners 
were protected from the full effects of the prevailing depression 
by a grant from the government of a sum “not exceeding 


* Cf. the British Labour Gazette for January, 1922. 
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£10,000,000 in subvention of wages.”” The manner of appropria- 
tion is thus laid down in clause 11 (e) of the agreement: 

This subvention shall be available for making such increases to the 
wages otherwise payable in any district as may be necessary to prevent the 
reductions below the March rates of wages being greater than the following 
amounts: During July, 2s. a shift for persons of 16 years of age and upward, 
and 1s. a shift for persons under 16. During August, 2s. 6d. and 1s. 3d., 
respectively. During September, 3s. and 1s. 6d., respectively, provided 
that the balance of the subvention is sufficient for this purpose. 


Although these are the only reductions mentioned in the agree- 
ment, a cryptic reference is made two subclauses later to “the 
maximum reductions aforesaid”’ for October. No such reductions 
are stated in the agreement, and this blunder is typical of several 
others in the document. To examine these in detail is beside 
our purpose, but they are sufficiently numerous to justify the 
statement that the whole agreement contains a mass of jerky, 
unco-ordinated clauses involving inconsistencies and even positive 
contradictions. Sir William Plender, the independent chairman 
of the national board, has frequently had the unenviable and 
unusual task of interpreting the agreement to the composers of it. 
In delivering his ruling on the foregoing question of the October 
wages, he said: 

In arriving at the above conclusions, I have endeavoured to place a 
true construction upon a document obviously prepared under great pressure 
and without that full and detailed consideration which the complexity of 
the problem required. 


The allocation of the government subvention was in any case 
an extremely difficult problem. Only a maximum sum was 
granted, and the time within which it could be drawn upon was 
limited to three months, and this made an exact calculation of 
future proceeds an imperative necessity at a time when no man 
knew how the kaleidoscopic changes in markets would affect the 
industry. For in framing the ‘“temporary-period”’ clauses it 
was essential that the wage cuts should be so graduated that two 
independent variants be co-ordinated: (1) That at the termina- 
tion of the period on September 30, 1921, a big drop in wages 
should be avoided; and (2) that the reductions should be small 
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enough to use the whole subvention, and yet large enough to 
make it last for the whole three months. As it turned out, only 
£7,068,649 of the subvention was required to insure that wages 
should not drop below the maximum reductions, and the govern- 
ment refused the men’s request that the unexpended balance 
should be allocated. The total result was that wages were kept 
for a time much above the level justified by the earning power 
of the industry, and the drastic reductions which subsequently 
took place were rendered all the more unpalatable by reason of 
the previous assistance given by the government to the industry. 
The average quarterly earnings of the miners, which for the first 
quarter of 1921 were £58 5s. 2d., fell to £47 12s. 7d. in the third 
quarter, and to £38 5s. 3d. in the last quarter. 

The industrial depression continued into the year 1922, but 
toward the latter part of that year the clouds began to dissipate. 
The export trade increased to a remarkable degree. The 
relatively low price of 22s. 7d. per ton for coal f.o.b., as compared 
with an average for 1921 of 34s. 1od., and for 1920 of 81s. 2d., 
enabled the trade to regain its footing in practically all its pre- 
war markets, and from April onward, when the strike of coal 
miners in the United States began, Britain had restored her 
supremacy as the world’s coal supplier. The total of 64,198,384 
tons exported was only a little over 9,000,000 tons under the 
record of 1913, but over double the figure of 1921. 

The home market, however, was not in a satisfactory condi- 
tion. During the first half of the year industry was extremely 
depressed and this was further aggravated by labor troubles, 
notably the lengthy stoppage in the engineering trade, which 
meant a poor demand for industrial coal. ‘Toward the end of the 
year the position somewhat improved, and a brisker demand 
for coal resulted. This improvement in the inland trade, as 
well as the large volume of the export business, was attained 
only by further reductions in the selling price of coal. In 
December, 1921, the average price at the pit head was about 
21s. gd., and it continued to fall until it reached about 17s. 6d. 
per ton in July, 1922. The downward trend of prices was 
temporarily arrested by the American demand, but no substantial 
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recovery tock place, and in December the price was only 83d. 
per ton higher than that in July. 

The low-prices ruling had a marked effect on wages. As the 
aggregate proceeds in each district receded, the balance left 
after deduction of the other costs of production diminished, 
with the result that the percentage declared on basis rates grew 
smaller and smaller in each successive month, until by August 
wages had fallen to the lowest possible point that the agreement 
permits. In that month every one of the thirteen districts was 
on the minimum wage, and the average earnings per shift for 
all classes of workers of all ages during that month were gs. 23d., 
or about 43 per cent above the level of June, 1914. As trading 
conditions improved during the latter half of the year, so also, 
subject to the six weeks’ lag as reckoned from the middle of the 
period of ascertainment to the beginning of the period of payment, 
did the amount available for wages increase. This increase 
enabled earnings to rise to a small extent above the minimum 
in the Eastern district, in Northumberland, Durham, and 
Scotland, while in all the other districts, though insufficient 
to do more than meet the minimum wage and the owners’ 
standard profits, it meant some slight improvement in the 
workers’ earnings through greater regularity of employment. 

The year 1922 saw clause 5 of the agreement in full swing for 
the first time. This clause reads: 

If the rates of wages thus determined in any district do not provide 
a subsistence wage to low paid day wage workers, such additions in the form 
of allowances per shift worked shall be made for that period to the daily 
wages of these workers as, in the opinion of the District Board, or, in the 
event of failure to agree by the parties, in the opinion of the Independent 
Chairman, may be necessary for the purpose. Such allowances shall be 
treated as items of cost in the district ascertainments. 


Altogether, in nine districts this clause was called in aid, and 
subsistence wages varying from 6s. 6d. te 7s. 2d. per day were fixed 
in the different districts. Perhaps the most interesting award 
was that made for South Wales and Monmouthshire by Lord 
Buxton, the independent chairman of the district board, when he 
differentiated between men who support a family and men who 
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do not by paying the former 7s. 2d. per day and the latter 6s. 8d. 
The fact that the allowances which have to be added to the wages, 
as determined by the agreement, to make up the subsistence 
wage, are treated as costs of production means that the surplus 
available for wages in a future period is reduced. 

From this it follows that the receivers of these allowances 
are in reality ‘‘subbing” on the future wages of themselves and 
their fellows. Moreover, when wages are at the minimum 
the whole cost has to be borne by the owners until such time as a 
future credit balance renders recoupment possible. Such an 
arrangement is a reasonable one and is in striking contrast to the 
position of the owners with regard to the 20 per cent they are 
compelled to pay on standard wages to make up the minimum 
wage. The latter item is much more important than the former, 
and yet, unlike the former, it is not woven into the texture of the 
agreement, being reckoned neither as standard wages nor as 
other costs, and therefore is not recoverable in future periods. 
This anomalous arrangement is, as we saw, due to a pure oversight 
in the drafting of the agreement, and without the slightest 
doubt the owners are right in demanding its rectification and the 
miners’ leaders wrong in resisting it. 

The inland demand for coal further increased during the first 
half of the year 1923, chiefly as a result of the revival in the iron 
and steel industries, and after a temporary reaction in the third 
quarter of the year it improved again in the last quarter. The 
export trade was phenomenally active. The failure of the 
German supplies, due to the occupation of the Ruhr by France 
and Belgium, led to so great a Continental demand that the 
British mining industry found the pressure beyond its capacity, 
and large orders were diverted to the United States. 

The total foreign cargo trade was the greatest for any single 
year in the history of the trade, being 79.5 million tons as against 
the previous highest figure of 73.4 million tons in 1913. Influ- 
enced by the steady pressure of European demand prices advanced 
considerably, until in May they reached their peak point with 
an average of 27s. 7d. on a record volume of trade. The resump- 
tion of exports from the United States on a large scale to Europe 





402 JAMES A. BOWIE 


led to a slight reaction, which gradually depressed prices until 
in November they touched 24s. 5d. per ton, but over the whole 
year the f.o.b. price averaged 25s. per ton as compared with 22s. 
7d. in 1922. 

In considering the effect that this improvement in the export 
trade should have on wages, it must be remembered that less than 
a third of the total output of coal is exported, that the foreign 
trade in coal is specialized in by only five districts, and that a 
temporary rise in f.o.b. prices is only faintly reflected in pit-head 
prices, which prices are those used in calculating proceeds and 
therefore in determining wages. Yet in general it is true to 
say that the exporting districts showed better results and paid 
higher wages than those districts catering solely for the home 
market. 

Throughout the year 1923 the wage rates remained at the 
minimum in the Lancashire, North Wales, South Staffordshire, 
Shropshire, Bristol, and Kent districts. In South Wales, an 
exporting district, wages remained at the minimum until the 
end of June, and after a brief period above that level were egain 
reduced toward the end of the year practically to the minimum 
figure of 28 per cent above basis. In the other exporting districts, 
Scotland, Northumberland, Durham, and the Eastern federated 
anea, the wage rates were above the minimum throughout the 
year, the largest percentage increase being shown in Scotland. 
Up to the end of March, 1924, no radical change took place in 
the distribution of wages. The following figures give the details 
as to allocation of proceeds for the last three periods for which 
government returns are available: 


Per Ton DisposaBLeE COMMERCIALLY, 1923 








January—March April-June July-September 





Proceeds..........| 38S. 22. 56d. 20s. §. 21d. 19S. 10. 31d. 
Net Cost 16s. 6. 24d. 17S. 2.57d. 18s. 10. od. 
eee 11s. 6.68d. 11s. 11. 46d. 138. 3. 26d. 
Pe sccnsceaud 2S. 5.320. 38. 2.64d. Is. 0. 22d. 
| 








The credits shown in the preceding table must not, of course, 
be confused with the actual profits accruing to the owners. 
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Besides. the important items already mentioned, which are a 
charge on these credits, it must be remembered that the rates 
of wages appropriate to a particular credit balance are always 
postdated, with the result that what appears to be a big profit 
may have to be paid away in increased wages during a subsequent 
period. This obviously is what occurred in the second and third 
quarters of 1923. Since the end of the period of government 
assistance and up to October 30, 1923, the coal industry has paid 
wages at the rate of £138.9 millions per annum, or 115. 3}d. per 
ton, being an increase of 67.5 per cent over the gross wages in 
1914 and of 80.5 per cent in wages per ton. 

The owners’ profit for the same period has averaged almost 
1s. 4d. per ton, or $d. per hundredweight, which, as compared with 
the 1914 profit of 11.9d. per ton, represents an increase of only 
about 30 per cent. But even this overstates the case because 
the two figures of profit are not, strictly speaking, comparable. 
No exact and impartial figures exist to permit of this comparison 
being made, but there is good reason to believe that the owners’ 
assertion that a deduction of 25 per cent is necessary in respect 
of interest and depreciation charges, etc., is not an overstatement. 
In the figures of profit for 1914 these charges are already deducted, 
and, moreover, if the miners are justified in taking the cost of 
living as a criterion, the owners must similarly be justified in 
claiming that their profits should be considered in the light of 
the taxation payable thereon. In 1914 the income tax was only 
5.8 per cent on the £1, today it stands at 22.5 per cent. 

But even ignoring the distinction between profits as defined 
in the agreement and profits as they appear on the balance sheets, 
it is undeniable that the owners have been deprived by reason 
of the continued depression, of part of their standard profits. 
The latter are defined in the agreement as ‘‘equivalent to 17 
per cent of the cost of the standard wages,” but their payment 
is contingent on a surplus remaining after the minimum wages 
and the establishment charges have been met. During the year 
1922 the owners in no district received their full standard profits; 
Northumberland showed the smallest deficiency; Durham, the 
Eastern area, and Scotland showed larger deficiencies, while no 
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other district made any considerable profit, and six of them 
actually incurred dead losses. Every district did better in 1923, 
and the same order of prosperity was maintained. Each of the 
four districts previously mentioned paid the owners the full quota 
of standard profits, the intermediate districts produced better 
results, while the six unprofitable areas, though they still remained 
under zero, yet managed to reduce their current losses. Practically 
none of these deficiencies are recoverable, owing to the flaw in the 
recoupment clause which the men have exploited to the uttermost. 
The larger coal fields have produced the best results, and as these 
are at least ten times the size of the smaller, they completely 
outvote the latter in the councils of the mining association, and 
tend to sacrifice the interests and, it may be, the existence of 
their smaller neighbors. 

Two comparative considerations will conclude this section. 
In the first place, it must be noticed that the amount of the 
minimum wage differs enormously in different districts. Men 
on the minimum in one area may be earning much higher wages 
than men above the minimum in another area. The highest 
minimum wage of 12s. 9}d. per man-shift for all grades was paid in 
Kent, the lowest of 7s. 7d. was paid in South Staffordshire and 
Salop, and for the whole of 1922 both districts were never above 
that minimum. Every other area, whether on the minimum or 
not, paid a wage between these two extremes, the average for 
the whole country being 9s. 113d. 

In the second place, how do the wages paid to the coal miners 
compare with those paid in other industries? In Britain today 
enormous and quite irrational discrepancies exist between the 
wages paid in different industries to men of equal skill. The 
workers employed in trades which cater solely to the home 
market earn comparatively high wages, while those engaged in 
trades subject to foreign competition either at home or abroad 
earn relatively low wages. The following are the results of a 
comparison of the wages paid in September, 1923, with those 
paid in August, 1914, in four of the typical “sheltered” trades, 
and in four of the “‘unsheltered.’’ Building-trade wages have 
improved from go to 114 per cent, dockers’ 85 per cent; railway 
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men’s, 100 to 150 per cent; and the wages of unskilled laborers 
employed by local authorities, 90 per cent. Contrast these 
substantial advances with the very slight movements in those 
industries subject to competition from abroad. Skilled craftsmen 
in the engineering trades have secured an increase of only from 
42 to 45 per cent, shipbuilding workers from 18 to 26 per cent, 
agricultural workers 56 per cent, and cotton operatives 61 per 
cent. In the coal-mining industry for the same month the 
increase in wages was 66 per cent for a working day of seven hours 
as against eight pre-war hours. 


EMPLOYMENT 


In considering this subject, regard must be had to the effect 
of the agreement both on the volume of employment and on its 
regularity, and in respect of the latter the distinction must be 
made between time lost through bad trade and time lost through 
voluntary absenteeism. 

In 1913 the coal mines of Great Britain, excluding Ireland, 
employed above and below ground 1,110,884 persons; in Septem- 
ber, 1921, after the final removal of control, the total employed 
was 1,080,400; in December, 1922, the total had risen to 
1,162,754; and in December, 1923, to 1,186,000. Thus by the 
end of last year the coal-mining industry employed about 75,000 
persons more than in the year 1913, which itself was the record 
pre-war year, and over 100,000 more than at the time the agree- 
ment came into full operation. No other industry in Britain 
can show any approach to this excellent record. 

During 1922 the number of unemployed miners fell from 10.4 
per cent in January to 4.6 per cent in December, the average 
figures for all trades being 16.2 per cent and 12.2 per cent, 
respectively. During 1923 this improvement was maintained, 
and whereas in December the average for all trades was 10.7 
per cent, only 2.4 per cent of the coal miners were unem- 
ployed. In 1923 the coal industry contributed the following sums 
to the state unemployment-insurance fund: From employers, 
£2,350,000; from workpeople, £2,125,000; and to this the state 
added a further £1,600,000. Of this enormous total only 
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£1,250,000 was paid out in benefit to unemployed coal miners, 
so that in reality the mining industry contributed almost 
£5,000,000 toward providing for unemployment in other, less 
fortunate industries. 

Nor has this improvement in the volume of employment been 
secured at the expense of its regularity. Short time has been 
steadily reduced as the numbers employed increased; by 
November and December, 1922, coal was being wound at the 
pits on an average of 5.50 to 5.56 days per week, or nearly as 
many as in the boom year of 1913. During 1923 employment 
continued very regular, and it is not too much to say that during 
the currency of the agreement no industrial worker in Britain 
has been so favorably circumstanced both in the matter of volume 
and regularity of employment. This result is the more surprising 
in view of the chaotic and impoverished condition of the foreign 
markets, and the severe and prolonged depression in the home 
market. Normally Britain exports about one-third of the coal 
she produces, of the remaining two-thirds about one-fifth is used 
for domestic purposes, and the other four-fifths are used in general 
manufactures. Thus to the extent of about half its markets 
the coal industry is directly dependent, and to the extent of the 
remaining half indirectly dependent, on the prosperity of the 
home markets. Yet industry in general has been extremely 
depressed during the whole period of the agreement. In 
December, 1923, the percentage unemployed in shipbuilding was 
34; in marine engineering, 32; in shipping, 21; in engineering, 
18; in iron and steel, 17; in transport, 16; and in the pottery 
and cotton industries, 14 and 12, respectively. 

The exceptional position of the coal industry is without doubt 
due to the agreement. Under it the wages bill, which accounts 
for 70 per cent of the cost of production, is made an elastic 
item varying directly according to the proceeds of the indus- 
try. Prices, profits, and wages are automatically correlated, 
so that the industry, instead of taking the shock of a depression 
in the form of dislocation and dismissal of employees, takes it 
in the less reprehensible form of lowered remuneration both for 
capital and labor. Wages are adjusted mechanically to the 
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capacity of the industry to pay them, and herein lies the cardinal 
merit of the agreement and its inherent economic soundness. 

The agreement should never have been expected to increase 
the productivity of the industry. Mr. Lloyd George, speaking 
as prime minister in the House of Commons on June 28, 1921, 
said that by means of the agreement the worker “obtains a 
direct and not merely an indirect interest in the productivity 
of the industry, and a direct individual incentive to effort.” 
Greater effort can show itself in two ways: in more regular 
attendance and in larger output when at work. The agreement 
has meant neither of these. All the evidence goes to show that 
the wages system affects absenteeism only to the extent that the 
higher the wages the more the men refuse to earn them. When 
wages increased in the early months of 1923, voluntary absentee- 
ism also increased not only among the higher-paid men, but also 
among those in receipt of subsistence allowances. In the South 
Wales district, which employs about a quarter of a million men, 
from 5,000 to 6,000 lower-paid men disqualify themselves every 
week for the payment of the subsistence allowance through vol- 
untarily losing work at the collieries. In the same district, over 
£200,000 were lost in wages by all classes for the same reason. 
For the whole country the number of shifts lost in this way was, 
in the first quarter of 1923, 6,163,833; in the second quarter, 
6,291,749; and in the third, 6,402,572, showing, as is usual, a 
gradual rise as wages rose. In spite of the efforts of the owners 
and, be it said to their credit, of the men’s leaders, this age-long 
problem of the coal mines persists, and the agreement has neither 
aggravated nor minimized it. 


OUTPUT 


Nor is there the slightest evidence to show that Mr. Lloyd 
George’s optimistic prognostications have been fulfilled in the 
matter of output. Indeed, these prognostications would never 
have been made if the British premier had possessed an ele- 
mentary knowledge of the history of profit-sharing schemes. 
As the present writer pointed out at the time,' it is hopeless to 


* In an article in the British Economic Journal of December, 1922. 
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expect that working for a district will ever operate as a motive 
to effort. The farther we move from a direct, individual incen- 
tive the feebler becomes the response. If there are, say, 50,000 
miners employed in each of the thirteen areas into which the 
coal fields are divided, can it reasonably be expected that each 
will work harder because, of the total extra proceeds of his area, 
he will get a 1/50,000 part of the share allotted to wages, if there 
be any share at all? In an excellent survey of the practical 
results of profit-sharing schemes in the United States,’ the fact 
is underlined that “the effectiveness of general profit-sharing 
is . . . . in inverse relation to the size of the concern or of the 
participating group.”’ It was found by experience that in those 
businesses which were large the stimulating effects of sharing 
profits were not appreciable. What then can we expect to 
result when not the single business but a whole area is taken as 
the unit ? 

The actual results amply corroborate this view. The average 
annual production of coal in Britain for the decennial 1903-12 
was about 254,000,000 tons, in 1913 the record production of 
287,400,000 tons was attained, but during the war output 
declined steadily and continued to decline until in 1921, the year 
of the great strike, it reached its lowest ebb in an annual produc- 
tion of only 163,300,000 tons. Thereafter an improvement set 
in, and in 1922 a total of 249,600,000 tons was attained, and in 
1923 a further increase to 278,500,000 tons. But total production 
can be no criterion of individual effort, as it is a function not only 
of personal energy but also of the numbers employed, the hours 
worked, the mechanical equipment of the mines, and their general 
state of exhaustion. The last two items are not amenable to 
exact calculation, but it is known that in 1922 some 15 per cent 
of the total output was cut by mechanical coal-cutters, and that 
electrical equipment was being increasingly used for haulage, 
pumping, and other purposes. 

The coal deposits in Britain are calculated by the best 
authorities to last at least a further 500 years, so that final 
exhaustion is not within sight, but the partial exhaustion of some 


' Profit Sharing, Its Principles and Practice, a collaboration by A. W. Burritt 
and others. (Harper & Brothers, 1918.) 
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pits and even of whole coal fields like South Staffordshire is 
already a problem. Against this, however, has to be set the 
fact that there are whole coal fields in Yorkshire and North 
Wales that are only now being developed. To obviate a long 
and necessarily indeterminate discussion we propose to take 
the conservative point of view that the mechanical improvements 
do no more than cancel out the diminishing returns. 

In 1913 the output per man per shift was 21 hundredweights 
of coal. During the years of war, and up to the end of govern- 
ment control in March, 1921, output declined seriously, but 
conditions from 1914 to 1921 were too chaotic to permit of any 
just comparison either with the years pre-war or postcontrol. 

By 1922 most of the untrained labor attracted to the industry 
to fill the places of the large numbers of miners who enlisted 
had been precipitated from it, and new labor had been trained 
to fill the thinned ranks of the returned survivors. In 1922 
the output per shift was only 18 hundredweights, and for the 
first nine months of 1923 only 17.8 hundredweights. But in 
1919, as a result of the coal commission report, the seven-hours 
act was passed, reducing the hours of work from eight to seven. 
This meant a reduction in the actual producing time to at most 
six hours in every area with the exception of Northumberland 
and Durham, where the hewers had for long had the shorter 
day. For, although the statutory day excludes both winding 
times, it includes the time taken to travel from the shaft bottom 
to the working face, which may be any distance up to three 
miles. The reduction in hours meant, therefore, a reduction in 
the effective working time of one-seventh, which would represent 
a loss of 3 hundredweights on the 1913 production per shift, 
making exactly the 18 hundredweights actually produced in 1922. 
In reality, the actual reduction in output is more than should 
have taken place, because in the above calculation no account 
is taken of the fact that in two large districts employing about 
200,000 men no reduction in hours took place. It seems, 
therefore, to be the case that there is nothing in the paying of 
wages according to the district proceeds which provides the 
employee with “‘a direct, individual incentive to effort.” 
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INDUSTRIAL RELATIONS 


No industry has been so thoroughly and so often under the 
social microscope as has the coal industry, and none has so 
frequently dragged its quarrels into the political arena. In the 
main this has been due to the fact that the miners have believed 
for the last twenty years that the cure for the industrial ills 
which beset them lies in the valorous expedient of nationalization. 
For several years before the war this was the express policy of 
the miners’ federation, and in 1912 a bill for the nationalization 
of mines and minerals, approved by the miners’ annual conference, 
was introduced into Parliament on its behalf by the labor party. 

In 1919 a bill drafted by the miners was presented to the coal 
commission of that year, and was followed by a whirlwind 
campaign designed to enlist the sympathies of the electors. 
When this failed, the miners endeavored to secure a modified 
form of nationalization when the question of decontrol was 
imminent, and it was this ambition aggravating the difference 
between the two parties which led to the disastrous stoppage of 
1921. Though compelled to submit on that occasion to the 
status quo ante bellum, the miners have by no means changed 
their ideals, and in the near future still another attempt is to be 
made in Parliament by a private bill to nationalize ‘‘ the winning, 
distribution, and sale of coal.’”’ The owners have throughout 
been consistently and uncompromisingly hostile to these attempts 
to dispose of their property, and while differences of such magni- 
tude and import exist as to first principles, it must always be 
futile to hope for industrial peace. 

Disputes in the coal industry may be either local or national. 
The former, which affect only single pits or a group of pits, are 
due to a great variety of causes, such as questions as to hours, 
the pit price-lists for piece-workers, the “customs” of the 
district, dismissals, and housing difficulties. In the year 1910 
there were 211 such disputes, involving a loss of 5,476,000 
working days, and in 1913 some 164 disputes, involving a loss 
of 1,298,000 days; for the nineteen years, rg00—1918, inclusive, 
the total number of local disputes resulting in stoppages was 
2,542, Or an average of 134 per annum. The corresponding 
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figures for the two complete years in which the agreement has 
been operative are for 1922 a total of 155 disputes, involving a 
loss of 1,246,000 days, and in the following year 174 disputes 
with a loss of 1,165,000 days. 

To judge from the prevalence of disputes it would seem, 
therefore, that the agreement has meant no improvement in 
industrial relations. Nor is there any warrant for the opposite 
conclusion, as the number of recent disputes has been swollen 
by an unusually large number of cases where men have refused 
to work with non-unionists. That the agreement should not 
reduce local friction is after all no more to be wondered at than 
its inability to increase output per man or to reduce absenteeism, 
for it does not pretend to deal with local conditions or arrange- 
ments. If, however, the operation of the agreement engendered 
a new spirit of conciliation, even where the letter did not touch 
the sore, we might reasonably have expected a reflection of this 
in greater harmony at the pits. There is no evidence that this 
has been achieved. It is to be remembered in justice to the 
innovation that it is not yet three years old, and that in an 
industry so isolated, so unimpressionable, and so governed by 
the unfortunate traditions of the past as is the coal-mining 
industry, a new spirit under whatsoever system must needs be a 
thing of slow and patient growth. 

Since July, 1921, there has been no national strike or lock-out, 
though persistent agitation has been engaged in culminating in 
the negotiations that are now taking place. These resulted in 
the government appointing a court of inquiry, which will report 
its findings by the end of May, and there is not the slightest 
doubt in view of the substantial concessions offered by the 
owners that an amicable settlement will be arranged. The 
figures of the agreement will be altered, but the principles will 
most certainly be preserved.’ These principles established a 
measure of real partnership between owners and men. In view 
of their continuance it is important to ask what has been their 
effect on industrial relations with special reference to the national 


*This has since been confirmed by the signing of a new agreement to be 
binding for a year from June 30, 1924. 
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associations. Throughout the currency of the agreement the 
outstanding fact has been the itidigence of the industry, and there 
has undoubtedly been a tendency on the part of the men’s leaders 
to accentuate the calamities of the men and to belittle the troubles 
of the owners. This is doubtless a feature of advocacy, but 
the publicity accorded to all the trading results has meant that 
the men have been forced to realize that the money necessary 
to grant their demands is not in the industry as at present organ- 
ized. It used to be possible for the trade unionist to build a 
wealth of rhetoric upon the published balance sheet of some 
single opulent concern; that is no longer possible where the 
audited results of the entire industry are available. 

The miners’ lodges throughout the country, urged by their 
penury, have brought strong pressure to bear on their leaders 
to do something, and the latter, in searching for scapegoats, have 
found it impossible to assert that the owners’ safes are bursting 
with concealed profits. They have, therefore, directed their 
attack at what they allege to be the inefficient management of 
the mines. In demanding nationalization the miners have 
inevitably advocated the final termination (as distinct from the 
recent diplomatic termination) of the agreement together with 
the termination of the present ownership and methods of organiza- 
tion. Only as an integral part of an alleged inefficient system 
has the agreement been seriously attacked. ; 

Among the miners’ leaders there is a general consensus of 
opinion that, given the continuance of the private ownership 
of the mines, the present arrangement represents the best 
possible method of wage adjustment and is vastly superior to 
any of the previous systems employed. That the agreement has 
not resulted inless agitation hasbeen due to the radically divergent 
points of view on fundamentals, to the lowness of the minimum 
wage embodied in it, and to its hurried drafting and the conse- 
quent serious anomalies it contains. With a long tradition of 
continual agitation behind them, and with an organization 
exceedingly powerful both economically and politically, it was 
not to be expected that under these circumstances the miners 
would suddenly lay aside the weapons they had perfected and used 
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for at least half a century. No industrial workers in Britain have 
the same tradition of turbulence as the miners. According to 
statistics published by the Board of Trade relating to the last 
normal decade, 1904-13, the annual average percentage of 
workers in the coal industry involved in disputes entailing loss 
of work was 21.4. Next to them came the textile industry with 
only 6.4 per cent, while the mean percentage of all the trade 
groups was 4.4. 

The volcanic nature of the industry is due less to the merits 
or demerits of the economic arrangements which from time to 
time govern it than to the inherent character of the work and its 
psychological reactions. The miner working in the bowels of 
the earth wages a continual battle against severe risks under 
conditions at once harsh and repellent, and every year one in 
seven is a casualty. This accustoms him to undertake risks and 
renders him comparatively virile and wide awake if somewhat 
reckless and combative in his industrial action. Again, the miner 
often lives in isolated communities, in the deep valleys of South 
Wales, in the mining villages of Durham and Yorkshire, and this 
segregation from other workers by promoting an independent 
and egoistical point of view engenders a sort of mass psychology 
unknown. to the same degree in any other industry. 

Mr. Robert Williams, secretary of the extremely important 
federation of national transport workers, and therefore we may 
presume a friendly critic, tells us that ‘Amongst the miners’ 
leaders one does not discover that flexibility, that adaptability, 
that capacity for adjustment and compromise which has been 
created in the other organizations by the very nature of the work 
their members are engaged in.”* Further, as an eminent psy- 
chologist has recently pointed out, the miners’ outlook must be 
influenced by the fact that of all industrial workers he has the 
dirtiest job, and in relation to his place of toil has the strongest 
“prison complex.” The relief in escaping from his living vault 
results in a severe reaction which finds some harmless vent in 
excessive devotion to sport, but also finds a more obnoxious 


* What We Want and Why, a symposium by prominent labor leaders. (W. 
Collins, Sons and Co. 1922.) 
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vent in sporadic strikes and frequent absenteeism. The dirty 
state of his clothes and body consequent on the present meager 
provision of pit-head baths makes him feel when among his 
fellows something of an outlaw, with the resulting mental reaction 
of the rebel. 

If, therefore, the particularly intense industrial unrest among 
the miners is wholly or mainly due to the foregoing considerations, 
it must be futile to expect that any scheme of wage adjustment 
will act as an antidote. The solution must lie rather in the 
direction of perfecting the present voluminous legislation relating 
to safety, in extending and continuing the excellent statutory 
welfare provisions, and generally improving the amenities of the 
miner’s life. By such means alone can harmony and good will 
be introduced into the coal industry, where, as it so happens, 
their cash value is highest; for in no industry is production so 
sensitive to the state of mind of the worker. 

The great distances between the shaft and the working faces 
and the darkness throughout rule out any possibility of close 
supervision and leave the output to depend on the mental 
attitude and choice of the worker. The enlistment of the 
co-operation, if not the enthusiasm, of the miner is therefore a 
prime and ineluctable necessity. To this end the agreement 
makes an indirect but yet notable contribution in so far as it 
supplies the mechanics of co-operation which require only to be 
vitalized in the ways already suggested to be translated into 
practical effect. The publicity and exact measurement now 
applied to the industry have done much to roll away that misty 
atmosphere of economic nebulosity which previously surrounded 
industrial negotiations. No longer is it possible to confuse and 
begrime the issue by attacks on the personal probity of the 
owners, and now the claims and counterclaims of the respective 
parties read like academic discussions on the distribution of 
wealth. 

That the agreement through the national board and the 
thirteen district boards has provided excellent schools of eco- 
nomics for the miners’ leaders is undoubted, and this continual 
rub of mind against mind in the full light of all the facts available 
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is bound in time to promote that full agreement on fundamentals 
which follows on a complete understanding of all the problems 
involved. Once this is attained the time will be ripe for the 
establishment of the contemplated pit committees to secure the 
co-operation of the individual miner, and it may be his financial 
co-partnership in the concern that employs him. Up to the 
present the cardinal merit of the agreement has been its striking 
contribution to the regularizing of employment; the future, when 
the implications of partnership are more clearly realized, may 
well see an increase of the output, and therefore the earnings of 
the workers. Judging by actual results, as apart from reasonable 
hopes, it is certainly true to say that, in spite of the adverse 
conditions of trade and the difficult negotiations now promising 
a successful conclusion: ‘‘The principle of the agreement of 
three years ago has stood the test of trial and re-examination. 
. ... It is a sound profit-sharing scheme. The details of the 
plan have been altered, but the plan itself is re-invested with 
approval.” —The Times, Leading Article, April 12, 1924. 
James A. BowlrE 
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TAXATION IN BRITISH COLUMBIA 


The system of taxation in the Province of British Columbia 
reflects the character of the economic development of the 
province, and contains at the same time a proportion of the 
fortuitous element forced by the necessity of special circum- 
stances, to be found in almost any jurisdiction. 

In British Columbia, as in all the other provinces of Canada, 
a high degree of separation of provincial and municipal revenue 
exists. This creates problems peculiar to itself. In any jurisdic- 
tion where such separation does not exist, as is the case with most 
of the states of the United States, where a state levy is merged 
with a local levy by adding a certain percentage to the levy 
made locally, there arises the contentious question as to whether 
some of the localities are depressing their assessments, as com- 
pared with other localities, in order to escape bearing their fair 
share of the state burden. In Canada, where separation, in fairly 
full measure, exists, the contention is between the province and 
the municipalities, as to whether the sovereign jurisdiction is 
holding sources of revenue that are highly desirable because cer- 
tain and productive, which the municipalities consider rightly 
theirs because these sources of revenue are local in character. 

It is not the purpose of this paper to devote much attention 
to the historic development of the conditions of public finance 
in British Columbia. A statement will be given of the revenue 
system as it existed prior to and during the Great War, the con- 
ditions that arose, and the changes that were introduced. So 
much of the historic element is thus given.as will afford a back- 
ground that may enable the significance of the existing state of 
affairs to be more clearly presented. It is further necessary to 
explain at the outset that only the smaller part or about .5 per 
cent, of the area of the province is organized into municipalities, 
the larger unorganized area being under the direct jurisdiction 
of the provincial government. 

416 
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SOURCES OF MUNICIPAL REVENUE UP TO 1921 


The revenues assigned to the municipalities up to the year 
1921 were: taxes on real estate, trade licenses (so called), the 
poll tax, and three minor taxes: the road tax, the dog tax, and 
the statute labor tax. 

The poll tax is a levy of $5 per head on all persons over the age 
of eighteen who pay no other tax. The municipality has the 
option of collecting the poll tax, but if it does not do so the 
provincial government collects the tax as provincial revenue. 

The road tax’ is a levy not exceeding $2 on all persons between 
the ages of twenty-one and sixty (militia, etc., exempt) who do 
not pay taxes on income or reality, the payment of this tax giving 
the right of franchise in municipal elections. The statute labor 
tax? is a requirement, where the road tax is not levied, of one 
day’s labor, for each $500, or fraction thereof, of assessed land 
value or not more than two days’ labor in the case of persons 
between the ages of twenty-one and sixty not assessed for real 
property, on the roads of the municipality. This may be 
commuted to a money payment of $2 per day or less or abolished. 
The dog tax is a levy of $5 per year on each animal, but five or 
more owned by one person is classed as a kennel, for which a 
license fee of $10 is charged. 

It is evident that the chief sources of municipal revenue are 
the tax on realty and trade licenses, and of these the former is 
by far the more important. Trade licenses are optional with 
the municipality and consist of a yearly charge, varying in 
amount, according to the character of the business, from $10 on 
smaller enterprises, $40 on retail stores and on each department 
of departmental stores, to $100 on wholesale houses and $400 
on the first branch of each bank, with $100 on each additional 
branch. These figures indicate the range of license charges 
provided by the Municipal Act. Cities under a special charter 
may have a different range. 

The nature of the real estate tax remains to be stated. By 
the Municipal Act real estate is defined as land and improvements. 

t Municipal Act, sec. 54, subsections 167-69. 

2 Ibid., secs. 54 and 277-88. 
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Improvements’ for cities are defined as buildings, and machinery 
and fixtures annexed to the buildings; for district municipalities, 
buildings and fixtures and clearing, dyking, draining, and plant- 
ing. Land, including timber lands, is required to be assessed at 
its actual value,” and the value of the improvements is determined 
by the amount of the difference between the actual value of the 
whole property and the actual value of the land if there were no 
improvements. Land is taxed on its assessed value, and improve- 
ments, at the option of the municipality, may be taxed on any 
amount up to 50 per cent of their assessed value. Upon wild 
land a rate not exceeding 5 per cent of assessed value may be 
levied, the definition of wild land being “land claimed by any 
person on which there shall not be existing improvements to 
the value when assessed of ten dollars per acre.”” But improve- 
ments upon any part of land owned by any person shall be 
deemed to be improvements upon adjoining land as far as the 
value of such improvements would cover at $10 per acre up to 
160 acres.’ 

The taxation of certain public-service corporations by the 
municipalities is provided for by the following method in the 
name of a lands tax. 

The poles, cables, and wires of telephone, telegraph, electric 
light and power companies, within a municipality, shall be 
deemed as land, and in the cities of Victoria and New Westminster 
shall be valued at $200 per mile; in other cities, Vancouver 
excepted,‘ at $100 per mile, and in district municipalities at $75 
per mile of ground over which they extend. 

The miles of single track of tramway companies are in the same 
way valued as land at $5,280 per mile. Where the track is laid 
on privately owned right-of-way, such right-of-way is taxed in 
addition at its actual value as land. The miles of single track 
of any railway company, and in the case of privately owned 
rights-of-way the land upon which such tracks are laid, are 
assessed as land at their value as portions of a going concern. 

* Municipal Act., sec. 2. 2 Ibid., sec. 207. 3 Tbid., sec. 2. 

4In the city of Vancouver cost of construction is taken as the value. 
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The mains of any gas company are similarly deemed land and 
are assessed at a valuation of 40 cents per running foot.” 


SOURCES OF PROVINCIAL REVENUE UP TO 1921 


Prior to 1921 the sources of provincial revenue were as follows: 

Taxation of net income, both personal and that arising from 
certain forms of business enterprise; a personal-property tax 
as an alternative tax; the tax on wild lands, timber, and mineral 
lands (in unorganized districts); succession and probate duties; 
motor licenses; the amusement tax; the tax on operating mines; 
on salmon canneries and other fish products and whale oil 
manufacturies; taxation of insurance, loan, trust, telegraph, 
telephone, express, gas, waterworks, light and power, and street 
railway companies; banks; railroad companies in unorganized 
districts; and all taxation in unorganized districts. 

An explanation of the form of these various taxes is necessary, 
and they will be dealt with in the reverse order in which they are 
named above, that those capable of brief explanation may be 
treated first. 

Taxation in unorganized districts includes all those taxes 
which would go to the province in municipalities, and also those 
taxes which would constitute local revenue were the district 
organized. These latter taxes are levied at rates specified in the 
Taxation Act. Railroad companies in unorganized districts are 
taxed by a levy of 2 per cent on a valuation of $10,000 per mile 
of main line and branches and $3,000 per mile of siding spurs and 
switches. 

The tax upon banks is more in the form of a license. For the 
chief banking office or branch a tax of $3,000 is levied, and the 
sum of $500 upon each additional branch. Corporations in 
the list given are taxed at the rate of 2 per cent on their gross 
earnings, and also on realty in unorganized districts. 

Salmon canneries, fish products, and whale oil manufacturies 
are taxed either on output or on net income, whichever gives the 
larger yield. In the case of the salmon canneries the output tax 


* Municipal Act, sec. 207. 
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is 4 cents per case of 48 one-pound tins. On mild cured salmon 
the tax is 75 cents per tierce of weight up to 750 pounds, and 10 
cents for each 100 pounds above that weight. There is also 
a tax of 15 cents per barrel on pickled salmon, and 5 cents per 
roo pounds on salmon put up in dry salt. Whale oil manu- 
facturers are taxed on output at the rate of 10 cents per barrel 
of 40 gallons or under and 20 cents per ton of 2,000 pounds on 
fertilizer, whalebone, and bone meal. These industries pay in 
addition the regular tax on real property. 

Mines under operation are taxed upon output or income, 
whichever tax is the greater. Metal-bearing mines are taxed 
on output at the rate of 2 per cent on the value, at the pit’s 
mouth, of all ore removed from the premises of the mine. In 
the case of iron mines, in addition to the output or net income 
tax, a tax of 37} cents is levied on each ton of 2,000 pounds 
removed from the premises of the mine, except such iron ore 
as is used as a flux in the smelting of other ores. Owners of 
coal mines are required to pay a tax of ro cents per ton of 2,240 
pounds except on coal shipped to be reduced to coke. On each 
ton (2,240 pounds) of coke a tax of 10 cents is charged. This 
tax on coal and coke is in addition to any royalty the government 
may charge under any other act. Gold mines are taxed on net 
income. A reduction of the tax is allowed on metal mines, the 
output of which does not exceed $5,000 in any year, in which case 
one-half the tax shall be refunded. These taxes are in lieu of all 
taxes on real and personal property used by the mine owner 
solely in connection with mining operations. 

The probate duties are not intentionally designed to produce 
net revenue. In experience, however, there is a small surplus 
above the expenses entailed. The succession duties were sharply 
advanced at the second session of the legislature in 1921, the 
new scale of rates being after a different model. The rates are 
progressive on two bases, according to nearness of relationship 
of the heirs, and the amount of the estate and the gradations 
are minute. In the case of near relatives an exemption of 
$10,000 is allowed, and above that the rates advance from one- 
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half of 1 per cent, reaching 36 per cent on an estate of $3,000,000 
and levied on the whole estate, or on that part within the province 
at the rate that corresponds to the amount of the entire estate. 
Should the whole or part of the estate go to relatives ranging 
from brother to cousin inclusive, including grandparents, the rate 
levied on the part so devised ranges from 1 per cent, if the entire 
estate is below $2,000, to 40 per cent when the whole estate 
reaches $3,000,000. In this case the duty is estimated allowing 
an exemption of $1,000. Where the estate, or any part of it, 
goes to more remote relatives and strangers, the rate on the 
amount so going ranges from 2 per cent, in case the entire estate 
exceeds $1,000 and does not exceed $2,000, to 47 per cent when 
the estate reaches $3,000,000. 

The rates were advanced to these figures at a time when it 
was rumored that the federal government was contemplating 
entering the inheritance tax field. The provincial government 
had been planning to advance the rates and felt justified in pre- 
empting the ground as a source of provincial revenue proper. 
It is understood that it was intended at first to have the rates 
progressive on three bases, according to the size of the estate, 
according to the nearness of relationship of the recipient, and a 
third according to the amount of the share. The scale should 
be remodeled and the third progression formulated, the other 
progressions being reduced if deemed wise. 

When the license for a motor car is first applied for, a registra- 
tion fee of $10 is charged. This is payable once for all. The 
amount of the annual license fee is estimated in this way. The 
value of the car in dollars is added to the weight of the car in 
pounds. If this total is 2,500 or less the license fee is $15. 
For each 100 that the total is above 2,500 an additional 60 cents 
is charged." 

The amusement tax is 10 per cent of the amount of the 
admission fee, and must be paid on free admissions according 
to the value of the seat occupied. Under the Amusements Tax 


* The motor license fee was advanced 50 per cent above this amount at the 
second session of the legislature in 1921. See p. 429. 
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Act a levy of 5 per cent is made on all money deposited with the 
operator in betting by means of pari-mutual machines at race 
meetings." 

Wild lands, timber lands, and improved realty in unorganized 
districts are taxed on their assessed valuation at the following 
rates, respectively: 5 per cent, 3 per cent, and 1 percent. Coal 
land is divided into two classes—Class A and Class B, the 
intention being to distinguish land from which coal is being mined 
from other coal lands, and to apply a different rate to each. 
Class A consists of such an area around and including the part 
from which coal is being mined by the owner, holder, or occupier, 
as the amount of taxes and royalties paid the preceding year on 
the coal mined therefrom would cover at the rate of 25 cents per 
acre. Class B consists of all coal land not included in Class A. 
Upon the assessed value of Class A, 1 per cent is levied, and upon 
Class B, 4 per cent. Upon each crown-granted mineral claim 
of 51.65 acres or fraction thereof on which an amount equal to 
$200 has not been spent in development work in any year, a 
tax of 25 cents per acre is levied. 

Personal property is defined as goods, chattels, merchandise, 
wares, and shipping, including such buildings, machinery and 
fixtures, or things erected upon or affixed to any land or to any 
buildings thereon, as if so done by a tenant, would as between 
landlord or tenant be removable by the tenant. Shipping means 
all water craft, or shares or interests therein, registered in any 
port or customs house in the province or plying between terminal 
ports within the province. All of these vessels, that ply between 
foreign ports or between a port of British Columbia and a foreign 
port in America farther south than the forty-fifth parallel, are 
exempt. The rate of the tax on personal property is 1 per 
cent on assessed value. This tax is an alternative to the tax 
on net business incomes, the larger being collected. Accordingly, 
defined briefly, personal property is certain property used in 
making business income. 

Against the tax on personal property as an alternative to 
the tax on business income the standard objections (and many 


* Amendment second session, 1921. 
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not standard) have been reiterated with some feeling by those 
affected. It is contended that it is a very inequitable form of 
business tax as the profits in different lines of business vary 
greatly on stocks of the same value. It is further claimed that 
business taxes should be levied only upon net income; i.e., 
only when profits are made; that little would be lost by so doing 
as ‘‘a business that ceases to pay profits will soon cease to be a 
business.” But taxes are levied on real property whether it 
yields a profit or not, and every business pays taxes indirectly 
through the customs tariff to the federal government regardless 
of net profits. Why should it not pay a direct tax to the pro- 
vincial treasury in the year there may be no net income? More- 
over, if the business tax were levied by the crude floor-space 
method no one would ever think he should be excused because 
no profits were made. The business receives government 
services which must be continuously maintained. It is also the 
case that there are important business enterprises with head 
offices outside the province. Goods may be (and are) invoiced 
through the head office at prices which make it impossible for 
the books of the provincial branch to show a profit. Profits are 
declared at the head office. The alternative personal-property tax 
is a convenient and effective way of reaching such business houses. 

The taxation system of the Province of British Columbia is 
distinct among the provinces of Canada in that for many years 
an income tax has been in operation, a distinction shared with 
the Atlantic Coast province, Prince Edward Island. This tax, 
since its inception in 1876, has grown to be one of the most 
important sources of revenue, and the Department of Finance 
has come to rely upon it on account of its productivity and 
certainty. The tax is levied upon personal and business net 
income, including the income of corporations, except those 
corporations otherwise taxed, as explained above. Up to 1921 
there was an exemption of $1,200 for single persons and $1,500 
for married persons with $200 for each dependent. These 
exemptions applied to both personal and business income. 

The same scale of rates is used in taxing both personal and 
business incomes. Before a change was made in 1921 there had 
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been in existence a scale of rates of a very coarse order, lacking 
uniformity and equity, and producing results at once grotesque 
and harsh. The scale advanced from 1 per cent to ro per cent, 
but the rate as it increased applied to the whole taxable income. 
At the final step in the scale a theoretical 1 cent increase in 
income would mean an increase of $500 in taxes. A similar abrupt 
result, less in amount, was produced at each step in the rates. 

At the second session of the legislature in 1921 a new scale 
was adopted. Beginning at 1 per cent on the first $2,500 of actual 
net income the following rates are levied on each respective 
$1,000 increase: 2 per cent, 3 per cent, 4 per cent, 6 per cent, 
8 per cent, and 9 per cent, reaching ro per cent on the last $1,000 
of a $10,500 income. On all above this up to $19,500, 12} 
per cent is charged, and from $19,500 to $25,000 the rate is 
15 per cent; above this the rate drops back to 10 per cent. 

This may seem a fantastic arrangement, but “there’s a 
reason,” however poor or good. These higher rates did not 
mean that the taxpayers at the top would pay heavier taxes 
than under the old scale. It was intended that the amount of 
taxes should be virtually the same, apart from the effect of 
leveling the abrupt steps above referred to. Financial needs were 
such that the government did not feel justified in sacrificing reve- 
nue, and the advance to 15 per cent was continued on the higher 
levels of income until it equaled the 10 per cent applied to the 
whole income in the old scale. Having taken this means of 
preserving revenue, the drop to 10 per cent was made in order 
that too great a hardship should not be inflicted on corporations 
whose income is finally split into smaller amounts, and in order 
not to aggravate the undesirable features of a graduated rate on 
business any more than could be avoided. 

An arrangement that passes for an exemption continued to 
apply to personal incomes. The term “exemption” is not used 
in this connection. A rebate is allowed, which means that the 
tax is not collected, on the lower part of the income; that is, 
that part of the income equal to the amount of $1,200 in the case 
of single persons (including widows and widowers) and $1,500 
in the case of married persons, plus $200 for each dependent, 
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to any number, plus the amount paid for life insurance up to $ 
of the gross income. By allowing this rebate, that is, by deduct- 
ing the amount of the tax on this part of the income at the lowest 
rates that apply, the upper levels of the income are kept 
“wedged” up into the region of the higher tax rates. 

At the time the income tax was revised the government had 
the very laudable desire to confine the poll tax to the narrowest 
possible quarters, yet with the rising cost of government services 
the revenue had to be preserved. There is in the province a 
large number of workers, many of them foreigners, in mining, 
lumbering, and other lines, whose earnings are substantial, who 
move about a great deal, and who are hard to reach. A com- 
mittee including representatives from the tax administration 
officials had been making a study of taxation in the province 
and recommended, in order to narrow the field of the poll tax, 
that a low initial income-tax rate be collected at the source. 
This would simplify administration and make it possible to reach 
with certainty a large number who should bear a fair share of 
the costs of government. Though it was suggested that an 
exemption be provided by levying the initial rate on half the 
earnings up to a certain amount, it appeared to the government 
that public opinion was not ready for this method of collection as 
recommended by the committee. The poll tax, accordingly, 
was continued, though it is inequitable, being a flat levy, and is, 
moreover, a net with large meshes, hard to keep in repair, 
through which fair-sized fish can easily slip if they keep moving. 

By enactment of the second session of 1921 no exemption or 
rebate is allowed in the case of business income, even when the 
business is conducted by an individual. Where the income tax 
is less than one dollar, no tax is deemed payable. This would 
happen only in the case of personal income, not in the case of a 
business to which the alternative personal-property tax would 
apply in the manner explained above. 

Certain provisions are made for special cases of considerable 
importance. Thus any non-resident carrying on business 
through an agent is subject, through that agent, to the income 
tax, and if the net income cannot be satisfactorily determined, 
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2 per cent on the gross sales may be levied. And if the agent, 
or anyone in his own behalf, enters the province temporarily, 
he is subject to a tax of 2 per cent on his gross sales. Further, 
if it appears that any business has been conducted in such a way 
as, directly or indirectly, to benefit the taxpayer, shareholder, 
or others by the sale of goods at less than a fair price, the taxation 
authorities, at the discretion of the minister of finance, have 
power to determine the fair amount of net income, notwith- 
standing what the net income may be that the books disclose. 

For the administration of the Taxation Act a tax commission, 
in the usual sense, has not been established. The taxation 
department is presided over by the surveyor of taxes and a 
deputy surveyor. The former has had long experience in the 
administrative work of the office, and the deputy is an able 
accountant. The positions are permanent, as no minister of 
finance would wish to put himself at the mercy of inexperienced 
men. ‘They are interested in the work and have a keen desire to 
see the Act administered effectively, and amended as experience 
shows the way. The province is divided into districts, and the 
assessors and collectors are under the guidance of the surveyor 
of taxes and the deputy, who act under the direction of the 
minister of finance. 

The act contains the customary provisions designed to prevent 
evasion. Some of the provisions governing exemption are of 
interest as they may not be general. Thus income derived 
from any source without the province which is not brought into 
or used within the province, is exempt. Income derived from 
farm, orchard, or ranch by the one who actually operates it is 
exempt, except income derived from sale of horses, cattle, sheep, 
or mules. This proviso is intended to catch those ranching or 
stock-raising on a large scale. 

The provision for levying a tax on personal property exempts 
farm stock, agricultural implements, agricultural machinery, 
and vehicles up to the value of $1,000. Motor vehicles are also 
excluded from the personal-property tax, except when they form 
the stock-in-trade of a dealer. The motor license fee is regarded 
as the full tax. 





TAXATION IN BRITISH COLUMBIA 427 


An important source of provincial revenue is the royalties 
on logs cut from timber limits granted or leased from the crown. 
Timber cut from lands crown-granted previous to April 7, 1887, 
pays no royalty. Timber from lands leased between this date 
and March 1, 1914, pays a flat rate of 50 cents per thousand; 
timber cut from lands leased since March 1, 1914, pays $1.22 
per thousand on grades one and two, and 87 cents on grade three. 

Such was the taxation system and the manner in which the 
sources of revenue were separated between the province and the 
municipalities, as it had developed up to the the year 1921. It 
should be stated that out of the provincial revenues the legisla- 
ture gave generous grants to education, hospitals, trunk roads, 
and other objects of great local advantage. This was not 
regarded locally as distributing revenues to the municipalities, 
but rather as using provincial revenues for the furthering of 
regular provincial policy. It is the duty of a provincial govern- 
ment to be the directing and supervising mind of the whole 
province, the mind that is understanding and forward-looking. 
To the extent that this is true, the government develops broad, 


progressive policies, requiring the municipalities in many cases 
to follow them, and by these grants is properly furthering the 
success of its own policy. 


FINANCIAL RELATIONS BETWEEN PROVINCE AND 
MUNICIPALITIES 

It is in order next to examine how effectively these taxation 
arrangements met needs as they arose, and also to describe the 
relations that developed between the province and the munici- 
palities. 

During normal times and especially in times of marked 
development, the above sources of municipal revenue seemed 
sufficient. The owners of improved or vacant real estate readily 
paid taxes on a high valuation, so long as they saw values steadily 
mounting higher in the overoptimistic judgment of the time. 
The same excessive optimism led to heavy and much unwise 
expenditure, financed by large loans made possible by a greatly 
inflated assessment. When real estate values fell, it was con- 
sidered impossible to lower assessments accordingly, and heavy 
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taxation, severely felt on account of falling values, caused unim- 
proved realty in large amounts to revert to the municipalities 
for unpaid taxes, of which taxes a large amount was for extensive 
and costly local improvements adjoining vacant property where 
not needed, the cost of which was thus unceremoniously dumped 
on the general citizenship who could not sacrifice their property 
and “get out from under.” The realty that thus reverted ceased 
to produce revenue at a time when costs of government were 
rapidly growing, and how to provide for debt charges, current 
expenses, and urgent needs requiring capital outlay that could 
not be indefinitely postponed, became an anxious problem. 

As a consequence of the depression beginning about 1913 
prolonged and aggravated by war conditions, tax arrears, chiefly 
on vacant real estate, increased as shown in the following table: 

$ 9,362,859 $12,085,912 
11,851,620 8,433 ,067 


13,678,256 6,964,165 
14,624,725 6 ,058,031° 


The steady reduction after 1918 was due in part to the reassur- 


ing effect which the ending of the war had on business, but 
perhaps chiefly because in 1919 the holding of regular tax sales 
was, by enactment, made compulsory upon the municipalities 
and not left optional with them. As a result of these tax sales, 
the amount of property standing by reversion in the possession 
of the municipalities at the end of each of the following years 
represents taxes to the amount of: 


$5,247,788 
6,507,913 
8,070, 5367 


At the same time there developed an intense feeling, almost 
amounting to bitterness, that a fair division of revenues did not 
exist as between the province and the municipalities. ‘There 
is a greater burden upon real estate than it can bear” was a 
common statement, and the need for “broadening the basis of 
taxation” almost became a slogan. In the city of Vancouver 


* Report of the Inspector of Municipalities. 2 Ibid. 
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several important debenture by-laws to provide for sorely 

needed school accommodation were defeated in succession when 

submitted to the people, not because they do not esteem the 

advantages of education, but because they wished more strongly | 
to protest in a striking manner against the system of government 

finance as it stood. 

Under these conditions the obvious and easy course for the 
municipal authorities was to turn to the provincial government 
and ask for further sources of revenue for the municipalities. 
The tax on real estate, as the main source of revenue, was pro- 
nounced to lack staying power. It had not proved to be con- 
sistently uniform as a revenue producer. But the personal 
income tax, the tax on business income, the amusement tax, the 
revenue from motor licenses—these seemed sure and steady. 
Moreover, were they not collected from business and persons 
who looked for government services chiefly to the municipality 
as they pursued their business or sought amusement? And the 
fees for motor licenses, were they not collected from people who 
tore up the city pavements with their touring cars and heavy 
trucks? The municipal representatives therefore vigorously 
pressed upon government and legislature their claims to these 
and other sources of revenue as just and reasonable. The 
controversy became so prolonged and widespread that it was 
“almost elevated into a political issue.’” 

Financial difficulties and the heat of controversy caused 
important considerations to be overlooked. The revenue from 
motor licenses had been assigned, by act of legislature, for the 
redemption of debt contracted for road-building, and as the 
general bonded debt of the province was incurred certain revenues 
were developed to meet such liabilities; that is, the province had 
its own financial commitments, entered upon under established 
revenue arrangements, and public credit required that sources 
of revenue be not carelessly tampered with, especially in abnormal 
times. It was not realized that no adequate judgment could be 
pronounced on the financial circumstances that ignored their 
history. 


* Budget speech of Hon. John Hart, Minister of Finance, November, 1921. 
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ADJUSTMENTS TO MEET NEW CONDITIONS 


It was felt by all in positions of responsibility that some means 
had to be devised to meet the conditions that had developed. 
The municipalities had to provide current expenses, debt charges, 
and some capital expenditure. They had reached the point 
where they feared higher tax rates would mean less revenue due 
to the reverting of property. There are indications that the 
chief municipal rulers had in secret violated the law and sinned 
against good financial principle by levying taxes for more revenue 
than was required on the estimate that only a certain fraction 
would be paid, and that by asking for more they would get 
enough. There is no doubt that this practice further aggravated 
difficult conditions. 

In autumn, 1920, about the time when this controversy was 
most acute, a vote of the province substituted government 
control and sale of liquors within the province for prohibition. 
Also, the war being over, the race meets had started again. 
There was financial profit in one, and a base for a new tax in the 
other, which was provided for by an amendment to the Amuse- 
ment Tax Act as already explained. It was decided also that 
the fee for motor licenses should be raised, and it was advanced 
50 per cent. Here were two new sources of revenue, and an old 
one increased. The provincial government, for the highly 
valid reasons given above, was loath to alienate any of the 
established revenues, and furthermore stood in need of increased 
finances. 

Accordingly, at a session of the legislature in the winter of 
1921, one-half the liquor profits were, by act, assigned for 
municipal aid. At the session in the autumn the tax on race- 
track gambling, and one-third the amount from motor license 
fees, or the 50 per cent increase referred to above, were assigned 
for the same purpose. The total of these sums was to be dis- 
tributed to the various municipalities in proportion to population. 
It was estimated that this combined amount would, in due course, 
reach the sum of $2,000,000. In the first full year it amounted 
to $1,504,825. 
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EXAMINATION OF THE ABOVE ADJUSTMENTS AND OF THE 
CONDITIONS MAKING THEM NECESSARY 

First.—There is no doubt that the municipalities, by the way 
their own affairs were managed, brought a substantial part of 
their difficulties upon themselves. There is no doubt that these 
difficulties were greatly aggravated and prolonged by the influ- 
ences of the war. Furthermore, the character of the demands, 
and the cloud of diverse, heterogeneous suggestions, emanating 
from municipal organization and individual leaders, in seeking 
revenue assistance, show the need for a greater understanding 
of the principles of taxation and finance, on the part of those in 
responsible positions in municipal life. 

Second.—The fact that a certain division of the sources of 
revenue may be found sufficient in times of prosperity and of 
rapid development, or may be made sufficient in ordinary times 
by careful management, is not proof positive that such division 
of sources rests upon a satisfactory or rational basis. 

Third.—In regard to these added revenues provided as above 
for the municipalities, it would not be fair to suppose that gov- 
ernment or legislature considered the arrangement anything but 
temporary. Public opinion at any time may end the liquor traffic 
and race-track gambling and this would cause the Municipalities 
Aid Act of 1921 to become largely inoperative. Furthermore, 
the revenues arising from these sources are revenues to which the 
municipalities could not establish as valid a claim as to some 
others. Strictly speaking, they are provincial in character, 
since the jurisdiction that institutes a particular social policy 
properly receives any revenue arising therefrom. 

Fourth.—It may be said that there was an element of wisdom 
in making an arrangement that could be regarded as temporary. 
It was a time of unstable financial conditions after the war. 
The banks and business generally were passing through the 
anxious period of intense financial strain of 1920-21. The time 
was not opportune for attempting permanent readjustments. 
The extra revenue provided was new revenue. It could be 
assigned without disturbing those revenues held as provincial 
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revenues, and developed from time to time as obligations were 
assumed. It does not strengthen public credit for a government 
to play fast and loose in the disposition of its established revenues, 
especially in times of financial stress. When conditions become 
more stabilized, there is opportunity to work out a more per- 
manent policy on a scientific basis. 


CRITICISM AND CONCLUSIONS 


Given satisfactory business conditions, what adjustments 
should be made in the revenue system as it now is? This 
question may be treated in two parts; viz., (1) suggested changes 
in the form of particular taxes; and (2) suggested changes in the 
division of the sources of revenue between the province and 
localities. 

To take the minor taxes first, the municipalities have the 
option of collecting a poll tax of $5 from those between eighteen 
and sixty-five who pay no other tax, and a road tax of $2 on 
persons whom they specify between the ages of twenty-one and 
sixty years. The poll tax, as will be reasoned later, is one that 
should be relegated in the system to the most restricted area 
possible. To add another similar tax is to duplicate an arrange- 
ment that is troublesome, irritating, and to a high degree futile, 
owing to irregularity and uncertainty of collection. The two 
should be combined and by other changes in the tax system 
reduced to a very narrow field. 

The method of defining and taxing land and improvements 
in district municipalities should be amended. The improvements 
include “clearing, dyking, and draining,” as well as buildings 
and machinery. The value of the improvements is the difference 
between the actual value of the whole property and the actual 
value of the land if there were no improvements. This is of 
little guidance to an assessor and certainly little to the average 
assessor. If improvements were buildings, attached machinery, 
and fencing, a subtraction could be arranged. But in many 
cases clearing, dyking, and draining, measured either by its 
cost or its effects in making the land of worth, will represent so 
much of the value, that, if strictly applied, the method would 
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leave little to tax. Yet the taxation of improvements is optional, 
and even then only up to 50 per cent of the assessed value. 
Certain improvements become almost part of the soil itself. 
They go far to determining its productive power on which value 
is largely based, and on which tax-paying ability rests. This 
value should be the base of taxation, whatever policy may be 
followed with regard to buildings on farm property. 

It may be noted here that there is great inequality in land 
valuation as made by the government assessors working under 
the taxation department. There are instances where at district 
boundaries land is valued at one-quarter of the value placed on 
the land across an imaginary boundary, where equal valuation 
would be expected. The taxation department has not as yet 
had time to undertake the work of training a full staff of assessors. 

The assessment of the poles and wires of telegraph, telephone, 
electric light and power companies, all at the same arbitrary 
valuation per mile, that valuation arbitrarily varying in different 
cities, has little to commend it except that, where there may be 
inefficient assessors, it is fairly foolproof, and that it is certain 
to bring in some revenue. It is doubtless reasonable that these 
enterprises should pay a form of realty tax to the municipal 
treasury as well as the 2 per cent tax on gross income to the 
provincial treasury, just as other business pays a net income or 
personal-property tax to the province, and at the same time a 
tax is paid locally on the realty connected with the business. 
But some attempt should be made at a rational valuation of the 
property of such companies, ‘deemed as land.” This applies 
equally to the tramway lines and to gas mains. The tax as it 
is may be too heavy or too light. 

The method of taxing railroads, so far as figures are available, 
gets substantial revenue both for the province and the Munici- 
palities. That is the best that can be said for it. The Munici- 
pal Act directs the local assessor to value the miles of single 
track within the municipality, and privately owned right-of-way 
on which such tracks may be laid “‘at their value as portions of a 
going concern.”” What help this direction is, is hard to say. 
An entirely different method of taxing railroads should be 
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adopted. The dual system, of the municipalities taxing the 
portions within their boundaries and the province taxing the 
parts in unorganized districts, is disjointed to say the least. 
It is a method that gives some revenue to the province from 
railroads, because there are vast stretches of broken territory 
with a few inhabitants in isolated spots, therefore unorganized. 
Furthermore, this method would tend to distribute the revenue 
from railroads very unevenly among the municipalities, those 
with the largest mileage receiving the most, regardless of the 
traffic contributed. Systems of taxation should be formulated 
largely in the light of conditions within the jurisdiction, but 
this means, surely, according to the characteristics of business, 
not of topography. 

The taxation of railroads should be taken over entirely by 
the provincial government, and the parts of each system within 
the province taxed as a whole in each case. If there are legal 
obstacles placed in the way of a tax on apportioned gross earnings, 
or combination of gross and net, then the tax may be levied on a 
valuation, determined each year, and gross earnings or gross 
and net may be made the basis of valuation. 

The municipalities should then tax railroads on their real 
estate, specially interpreted. This would include hotels, city 
ticket offices, freight sheds, stations, elevators, and land other 
than that having trackage. But all property should bear the 
customary levy for local improvements. We are here on disputed 
ground. It may be urged that other business is taxed on all its 
real property as well as income, and that in the interpretation 
given above machinery is real property under municipal jurisdic- 
tion. Further, tramways have their tracks, and telephone, 
telegraph, and electric companies their miles of poles and wires, 
taxed as land—why should not also the railroad be taxed on its 
track and right-of-way as real property ? 

The problem here presented requires for its examination 
proper statistical data, and abundance of it. But a few general 
statements may be made. Many lines of business have a much 
smaller fraction of the invested capital in real property than 
railroads have, if the actual track is to be assessed as “‘land.”’ 
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Their gross receipts or net receipts are usually larger in propor- 
tion to capital invested in real property than in the case of 
railroads. There are indications that this comparison would 
hold good as between tramways and railways. The Canadian 
Pacific Railway Company, in the year of its highest gross earnings, 
1918, earned $11,311 per mile of track.‘ The earnings vary 
from this down. High gross earnings are accompanied in rail- 
roading by almost correspondingly heavy costs in operation. 
The Canadian Pacific is the only road of the larger systems in 
Canada that may be considered over past years a business success. 
Furthermore, the actual roadbed and track, running through 
rural communities especially, places little demand for government 
services, whatever may be said of dense business centers. Rail- 
roads are usually required to pay a large portion of the cost of 
special construction work due to their presence, such as subways, 
overhead bridges, crossings, and sometimes they are given certain 
privileges, only if they will bear such costs in full. Further, there 
is still force in the statement that “‘as public service corporations 
must be valued on a special basis, so the rate of taxation must 
be fixed on a special basis.’ 

The question is that of effectively reaching in an equitable 
way the tax-paying ability of railroads. If it is contended 
(a contention difficult to establish) that an equivalent rate, 
whatever form the tax may take, should be levied on the income 
of the railroads as it is levied on other business by the province, 
this will not be achieved by the entire track being “deemed” 
land, and valued as above at an arbitrary amount per mile, and 
levying upon this valuation an arbitrary rate or the prevailing 
rate on realty. If it is desired to give the municipalities a chance 
to get revenue from the railroads by taxing the entire real 
property within their bounds, first, a method must be found that 
the municipalities can administer, and the municipal levy must 
be considered when deciding the provincial tax upon the railroad 
as a public-service corporation. It is difficult, however, to see 
the advantage of two taxing jurisdictions, each attempting 

* Canada Year Book. 


2 Dr. Adam Shortt before the National Tax Association Conference, 1907. 
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entirely to cover the enterprise, one on entire real property and 
one on some other base, such as stock, bonds, franchise, gross or 
net earnings, or some combination from these indexes. It 
seems to us that in British Columbia, a provincial tax, based 
directly or indirectly on gross earnings or a combination of gross 
and net levied by the provincial government, with a municipal 
tax on realty somewhat narrowly defined along the lines already 
indicated, would be capable of the simplest, easiest, and most 
effective administration. It would mean that the provincial 
treasury would receive more of the revenue from railroads, but 
indirectly the municipalities may benefit through larger grants 
to education, hospitals, and other public enterprises. 

The income tax and trade licenses should both be revised 
together. Wherever it is seriously made a means of revenue, 
the trade license, generally speaking, is the child of innocence 
or fiscal trickery. When the amounts charged, as stated above, 
are taken into consideration, the license must be regarded as a 
virtual income tax, the flat rate of levy making no attempt to 
temper the wind to the lamb already shorn by two other income 
taxes. It would be more just and sensible to temper this levy 
by putting it on a percentage basis on the provincial returns, 
and calling it a third income tax. But a third income tax 
would not meet with public approval, and it would seem that 
there is a better way. Trade licenses should be restricted to 
regulative purposes for poolrooms, etc., and to those forms of busi- 
ness difficult to tax in any other way, such as secondhand stores, 
pawn shops, ice cream stands, cigar stands, and some agencies. 

When general financial conditions have become sufficiently 
stabilized to warrant readjustment, a flat rate should be instituted 
on business income, and a graduated rate on all personal income, 
including that derived from business, already taxed as business, 
on the income arising therefrom. In British Columbia the 
writer would be inclined to levy this personal-income tax on 
dividends at the source that were sent out of the province, as 
large profits are made, through the exploitation of timber and 
mineral resources, a great part of which is distributed outside 
the province. If the levy of the personal-income tax on dividends 
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sent beyond the province should not seem advisable in the 
interests of agreeable taxation relationship with neighbors, then 
a severance tax on forest and mineral resources should be estab- 
lished. In this connection the output tax on timber and the 
output on mines, already mentioned, which is collected unless 
the income tax is larger, may be regarded as a business tax. 

In administering the personal-income tax, the first percentage 
should be collected at the source. If an exemption is desired, 
1 per cent on half the income could be collected, and half the 
income made exempt up to a certain amount. This would 
provide, in convenient and very effective form, useful information 
respecting the higher incomes. If an exemption for dependents 
is desirable, as it is, this could be taken care of by a rebate on 
proof being furnished of number of dependents. The poll tax 
could by this method be confined to the narrow area of those who 
can only thus be reached. 

Of the taxation of wild land and timber land the writer is not 
in a position to speak owing to lack of data. No differentiation 
has as yet been made between mature and growing timber areas, 
and while considerable attention is paid to fire control, the atten- 
tion given to general forestry is not as great as might be. 

Regarding the taxation of mines, the writer is of the opinion 
that the method of taxing on property valuation should be 
carefully examined by the government. If for the sake of 
encouraging capital, or in the interests of conservation, it should 
be decided to continue the alternative of output tax or income 
tax, some provision should be made for a fair tax in those years 
when a mine does not operate. Mineral lands, not actively 
developed, should not be allowed to escape with a nominal tax. 
It is claimed that valuable properties near the “front” are so 
held, which makes it all the more difficult to develop territory 
farther back. 

SUGGESTED CHANGES IN THE DIVISION OF THE SOURCES 
OF REVENUE 

In the light of community psychology regarding matters of pub- 
lic finance, an attempt should be made, as far as possible, to align 
revenues according to their nature as provincial or municipal. 
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It is true that no hard-and-fast line can be drawn, and that the 
large corporation cannot exist and prosper without well-governed 
localities, and the small local business must have the provincial 
authority and the province-wide corporations. But in the 
present, while a hard-and-fast line of division cannot be drawn 
in this, or in any other social demarcation, there is “weight of 
evidence.’’ The local business as it faces the activity immedi- 
ately confronting it each day, looks to the local government for 
all those advantageous conditions necessary for local business to 
be carried on successfully—streets, sidewalks, water, light, fire 
and police protection, a street railway system conducted in 
fairness to the public, and a well-ordered local community. Such 
local business taxes should go to the local treasury. But the large 
jam factory in a small incorporated village may be convenient to a 
fruit locality, on a railway spur, not requiring a foot of road in 
the village to get its materials and products in and out, and doing 
a province-wide business, should not be taxed on its income for 
local revenue. The locality may properly tax its real estate, and 
such tax very approximately corresponds to local government 
services. The weight of evidence would assign such income tax 
to the province. 

Perhaps the chief defect in the arrangement for added munici- 
pal revenue, in giving the localities half the liquor profits, the 
tax on race-track betting, and one-third of the increased revenue 
from motor licenses, is that it suggests that the municipalities 
have as good a claim to revenue from one source as from another— 
an idea which would breed irresponsibility. It does not conduce 
to a sober, intelligent understanding of the limitations within 
which governments must work. 

Both province and municipalities must have revenues. 
Accordingly to each let assignment be made as the weight of 
evidence indicates. Nothing can be lost and something may be 
gained by assigning revenues, where possible, according to some 
working idea. When this is done, available revenue, whether 
neutral in character or not, may be distributed, not as dictated 
by confusion of tongues or bewildered controversy, but more in 
the light of recognized needs. 
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In harmony with this the revenue from real estate, business 
licenses such as remained, and the income tax on local business 
concerns, together with such of those minor taxes as were wanted, 
should be assigned to the municipalities. The revenue from 
taxation of railroads, except their real estate properly defined 
in their case, the tax on the business of corporations, and the 
other taxes now standing as provincial revenue, except the 
personal-income tax, may be assigned to the province. 

This last-named tax may properly and conveniently be used 
as the adjusting link. As persons, there is somewhat more 
connection between us and the provincial government than 
between a local business and the same government. At the 
same time we live in large measure under the municipal jurisdic- 
tion. This tax should be divided according to need, in a generous 
attitude toward municipalities, between them and the central 
government. 

There may be certain corporations which carry on their busi- 
ness, or a distinct part of it, catering to local trade. Thus a 
local retail store may be organized as a corporation. A depart- 
mental store has its local business and its mail-order trade. 
These are kept distinct, and there should be no difficulty in 
separating the taxes. Such special cases would be detail readily 
taken care of in administration. 

These different kinds of business, local and corporate, usually 
grow in a proportionate way, with the growth and needs of the 
community. Wholesale concerns expand with the retail trade 
and this as the local community grows. It would seem that there 
is more than a rough approximation between the revenues from 
the different sources and the services of the government to which 
they are assigned. 

Regarding the special revenues assigned to the localities in 
1921, two of them should be returned to the jurisdiction especially 
responsible for them—the liquor profits and the tax on gambling 
at race meetings should go to the province while they last. 
The revenue resulting from the use of motor vehicles, in whatever 
form raised, should be collected and controlled by the province, 
but in its distribution due consideration should be given to 
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cities where motor traffic, light and heavy, is very dense and 
wearing on costly surfaced streets. But at the same time a 
proper part of this revenue should be expended on trunk roads 
used for general motor traffic through rural districts. 

In this suggested separation of revenues it is assumed that 
the provincial government, as stated before, will continue to be 
the leader in progressive policies of general interest such as 
education, hospitals, and the development of agriculture, and 
will continue to make grants locally for the furthering of its 
policies. This provides, with the personal-income tax, a second 
adjusting link in the revenue relation. 

The municipalities fear to trust to the tax on realty as the 
chief tax. They are inclined to insist on some variety of main 
sources, and are convinced that they have a just claim on part 
of the income tax. In the heat of controversy they claimed 
almost everything in sight. And since “separation” is a charac- 
teristic of the revenue system of the provinces of Canada, the 
writer is of the opinion that the suggestions herein given could 
be applied in British Columbia in a manner that would safeguard 
and promote the interests of both provincial and municipal 
jurisdictions. 

It is worth adding, however, that the policy pursued by the 
government in consistently avoiding any course that would 
divert established revenues during disturbed war conditions 
probably has contributed to a high degree in placing the public 
credit of the province in its present enviable position. When in 
September and October, 1923, the government of Canada issued 
its large refunding loan, a loan of $2,000,000 offered by the 
government of British Columbia, bearing the same rate of interest, 
sold rapidly at the same price. 

Norte.—At the session of the legislature which closed in December, 
1923, legislation was passed providing for a tax of three cents per gallon 
on gasoline, and reducing the charge for motor licenses 25 per cent. 
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THE ORGANIZATION OF AGRICULTURE IN 
RELATION TO THE PROBLEM OF 
PRICE STABILIZATION. II 


II 


It is a commonplace of economic science that credit extension 
is an important factor in bringing about a rising level of prices. 
But the direct bearing of credit extension and contraction upon 
agricultural organization and price stabilization has not received 
sufficient consideration. The rate of extension and contraction 
and the price of credit will be important factors in determining 
the extent of price inflation and the rate of liquidation." If 
the length of the loan is not commensurate with the period 
of its use, renewals must be secured with additional trouble and 
possible added expense. If the loans granted for financing 
distribution do not have a length corresponding to the period 
of distribution, including both domestic and export trade, the 
rate of liquidation and of marketing must be accelerated.” If 
the individual farmer has overborrowed for financing produc- 
tion during rising prices, he will be less able to finance the 
gradual marketing of his product, the amount of frozen credit 
will be greater, and the decline in prices will be less gradual. 
Without a large distributing organization for stabilizing prices, 
the short-time paper of the individual farmer lacks negoti- 
ability to give it standing in the cheapest money markets. 
The individual growers may be obliged to pay the highest 

tA. C. Miller, ‘Federal Reserve Policy,” American Economic Review (June, 
1921), p. 188; Wesley C. Mitchell, American Economic Review, XII, No. 1, 23; 
Statement of Governor Strong, Agricultural Inquiry, Part XIII, pp. 450, 494, 497, 
502, 763. 

2W. P. G. Harding, governor, Federal Reserve Board, Hearings before the Joint 
Commission of Agricultural Inquiry, Part XIII, p. 440; Sydney Anderson, Hearings 
before a Subcommittee of the Committee on Banking and Currency, United States 
Senate, 67th Cong., 2d Sess., on S. 3051. 

3 Cf. Governor Strong, Agricultural Inquiry, Part XIII, pp. 593, 594, 595; Irwin 
Wright, Bank Credit and Agriculture, pp. 15-21. 
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price for credit, particularly when purchased at the local decen- 
tralized banks of isolated country districts.. The changes in 
discount rates of the Federal Reserve banks are not reflected in 
the interest charges of country banks.? The charges of country 
banks, like those of retail stores, do not reflect the ups and downs 
of the market, nor do they necessarily reflect the cheaper rates 
of the larger money markets. A co-operative organization 
which is able to borrow in the large financial centers, and whose 
rate consequently does reflect more the lower discount rates 
of the Federal Reserve banks, will have the proper financial 
support to market its product in a gradual manner, and to secure 
a greater stabilization of prices. 

Manifestly the policies of gradual or “orderly” marketing 
and price stabilization, which were outlined in Part I of this 
paper, cannot be carried out except through co-operation of 
bankers. California bankers realize that “orderly marketing”’ 
means a slower rate of turnover and a correspondingly longer 
period of financing.4 ‘To call” the short time debentures of 
the co-operative organizations would defeat their purpose of 
orderly marketing and undermine their basis of credit.5 


* William R. Camp, “Limitations of the Ricardian Theory of Rent,” Political 
Science Quarterly, XX XIII, No. 4, 451; O. C. Lockhardt, “‘ Development of Inter- 
Bank Borrowing in the National System,”’ Journal of Political Economy (February, 
1921), p. 158; Harold H. Preston, “Branch Banking in California,” Journal of 
Political Economy (August, 1922). 

2 Governor Strong, Agricultural Inquiry, Part XIII, pp. 517, 625. 

3 Cf. Eugene Meyer, Jr., managing director, War Finance Corporation, Farm 
Financing and Business Prospects, Convention of the Associated Advertising 
Clubs of the World, Milwaukee, 1922. 


4 Much of the material for this section of this article was obtained from the 
officials of the leading banks in California. 

5 It is well recognized that agricultural products should not be dumped upon 
the market as soon as grown, but, on the contrary, should be marketed gradually, 
as when there is a normal demand. Consequently, the carrying of tobacco and 
other agricultural products for such periods as are reasonably necessary, in order 
to accomplish the orderly marketing thereof, is a legitimate and necessary step 
incident to normal distribution, and the Board has held, heretofore, that a farmer’s 
note which is drawn, or the proceeds of which are used, to finance the carrying of 
the farmer’s products for such reasonable period, is a note which has been issued 
or drawn for an agricultural purpose, within the meaning of Section 13, of the 
Federal Reserve Act, and which may, therefore, be eligible for discount by Federal 
Reserve banks.—“ Rulings of the Federal Reserve Board,’’ Federal Reserve Bulletin 
(August, 1922), p. 932; (September, 1922), p. 1044; (August, 1923) p. gro. 
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To enforce liquidation would make impossible a gradual 
change in the price level according to changing costs. But if a 
bank loans too much during a period of rising prices the financial 
burden will be increased for the growers, for their organizations, 
and for the banks themselves, when prices begin to decline. 
If the marketing organization has sufficient capital it will act 
as a steadying force during a period of shrinking values. If the 
organization does not have sufficient capital and then finances 
distribution through the sight drafts drawn upon the buyers, 
and then if the orders are canceled and the drafts are repudiated, 
the organization will be obliged to arrange for new loans with 
the banks to cover any credit advanced upon the drafts. The 
difficulty is increased when 100 per cent or the face value of 
the drafts has been obtained from the bank by the organization 
or agency which sells the product. If the organization uses the 
funds obtained from the repudiated drafts to make advanced 
payments to the growers, the growers will be obliged to repay 
any advances which have proved to be excessive because of the 
decline in values. Manifestly this method of financing distri- 
bution breaks down when contracts are canceled and when 
products cease to move." To change from obtaining a bank 
credit of 100 per cent of the market value represented by the 
sight draft to borrowing 50 per cent of the later depreciated 
market value represented by the warehouse receipt, is one of 
the problems of a crisis. For these reasons, a buyer’s market 
requires a more liberal credit policy than a seller’s.2_ The Cali- 
fornia bankers realize this; they do not unnecessarily hasten 
the process of liquidation and marketing, because they know it 
will have a depressing effect upon the market. 


t One of the strongest marketing agencies in California has abandoned this 
policy of financing distribution by this uncertain but nevertheless common method. 
Instead it borrows the funds it needs from the banks on the largest markets in 
which it keeps its deposits. This method gives this agency greater borrowing 
power in the leading money markets at times of credit stringency and increases 
its latitude in marketing its products at a time when forcing the market would be 
suicidal. 


2A. C. Miller, “Federal Reserve Policy,” American Economic Review (June, 
1921), p. 188. 
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According to the Agricultural Credits Act of 1923, the paper 
of co-operative associations, which has a maturity of nine 
months, is eligible for rediscount with a Federal Reserve bank 
when indorsed by either a member bank or by a federal inter- 
mediate credit bank, and the proceeds may be used to make 
advances to its members or for its expenditures in connection 
with “the grading, processing, packing, preparation for market, 
or marketing any agricultural product handled by such association 
for any of its members.” This new federal legislation for agri- 
culture will be most effective in making the period of bank loans 
more nearlycommensurate with the period of distribution of farm 
products in accordance with the objects of the co-operative market- 
ing associations. At this point it should be noted that the purposes 
of co-operative marketing associations differ greatly from those 
of an ordinary commercial agency, the former being interested 
in price stabilization and the latter in as large a margin of profit 
as may be consistent with a quick turnover. To carry out this 
policy of a growers’ organization it is necessary to plan the 
financing relative to the whole period of distribution, that is, 
to finance the growers through the period of storage and gradual 
marketing for the year or longer period which it takes for con- 
sumers to buy any given crop. This is now considered more 
important in view of the restricted power of European buyers 
of farm products to finance a year’s purchases. This slower 
rate of turnover, however, adds to the risk, and therefore may 
make the cost of credit somewhat higher than that obtained 
by commercial buyers who are handling a similar volume of 
business. The power of the co-operatives to borrow direct 
from the Federal Intermediate Credit banks will tend to limit 
the rate which other lending agencies may charge. 

The growers who pool their products for marketing at the 
same time pool their products for borrowing. The California 
co-operative organization with the pooled products as security 
can borrow in San Francisco, Los Angeles, New York, or Chicago 
on a larger scale at a lower rate of interest, and with less account- 
ing cost to itself and to the banks making the loans, than could 
be done if the loans were made in small amounts by each indi- 
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vidual grower. The large-scale borrowing of the co-operative 
marketing associations in the place of the more expensive 
borrowing of small amounts by each individual grower is con- 
sidered one of the principal achievements of the co-operative 
marketing associations. At the same time this method of 
credit extension represents a banking development which has 
already accomplished much in the solution of rural credit prob- 
lems. The country banks of California may share in these 
large loans to the co-operative organizations on similar terms 
with the larger banks. With the funds borrowed, the organi- 
zation can make a first payment upon the products delivered 
by its members. The growers who own their farms can then 
either wait for the balance of the pool price until all the products 
in the pool can be marketed gradually or they can borrow suffi- 
cient to carry them through the period of production and of 
gradual marketing. 

It should be noted that tenantry and land purchased upon 
unfavorable terms are factors that militate against organization, 
gradual marketing, and price stabilization. The tenant, and 
the purchaser of land who has large payments due at harvest 
time, are not generally in a position to wait for a portion of 
the payment of their products. If they join an organization, 
then, the provision for pooling which provides for only a partial 
initial payment may prove burdensome to them. But if a 
large portion of the product belongs to the tenants who are 
left outside of the organization largely, the organization will 
have to compete with the low prices of the products forced upon 
the market by those in the weakest financial position. The 
prices at which a tenant or owner of a small or heavily mortgaged 
farm will sell will partly depend upon the extremity of his need. 
Prices do not depend simply upon costs, supply, and demand, 
as has been assumed by traditional theorists, but partly upon 
the necessities of the seller and upon his ability to hold the product 
and to market it advantageously. In a period of depression 
with a decreased rate of movement of products to markets, 
the power of resistance to a price decline will be decreased for 
this class of marginal producers somewhat in proportion as 
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their equity and borrowing power is small. The tenant farmers 
possessing only the outlet of the buyer who finances them are 
likely to exercise a more depressing influence upon prices than 
those who have means of financing themselves independently 
of the buyers of their products. The depths of depression to 
which producers will sink before organization is conditional 
upon the degree of financial independence of part of the producers 
in any given line. For example, a highly organized group of 
steel companies, a part of which are well financed, will form 
a billion-dollar holding company to avoid a trade war, to 
secure more complete integration, and to prevent a wasteful 
competitive duplication of plants; that is, greater organization 
is perfected before an anticipated price war takes place.t At 
the other extreme, an organization of farmers to secure a better 
and more stabilized price for its product will not be initiated 
by financially dependent tenants, but rather by those producers 
who have good credit standing with the banks. 

The two types of distributing organizations which have 
been described in these articles are being employed in one form 
or another by the organizations of growers for the solution of 
marketing problems throughout the United States. A general 
sales agency modeled after the California Fruit Growers Exchange 
for distributing the fruits and vegetables of its members is 
being established to maintain selling offices in all leading con- 
suming centers in the United States. Through this agency the 
small co-operative associations, which have difficulty in surviving, 
will be given an opportunity to develop a systematic distribution, 
planned relative to the whole field of consumption. 

Other organizations developed on the plan of the Sun-Maid 
Raisin Growers and other California dried-fruit organizations 
are being formed to market a considerable portion of the cotton 
of Texas, Oklahoma, Mississippi, Arizona, Arkansas, Alabama, 
Georgia, and North Carolina; the tobacco of Kentucky, Tennes- 
see, North Carolina, Virginia, West Virginia, Ohio, Connecticut, 
and Wisconsin; the peanuts of North Carolina and Virginia; 
and the wheat of Washington, Oregon, Idaho, Montana, North 


* Cf. Eliot Jones, op. cit., p. 200. 
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and South Dakota, Kansas, Oklahoma, and other states.* 
Whether these marketing organizations will eventually be as 
successful in other states as in California is a matter which the 
future will determine. It seems, however, clear that if the 
citrus fruit or raisin packers had been sufficiently organized 
to solve the problems outlined in this paper, if they had stand- 
ardized the pack, simplified their brands, pooled their advertising 
and sales expenses, developed markets, and stabilized prices 
upon a living basis to the growers, in all probability the growers 
would not have been able to develop their own system of distri- 
bution. However, if some of the buyers were not included in 
the organization they would have the power to upset this program 
and to pay an unduly low price to the producers as long as there 
were growers of varying financial strength who might be com- 
pelled at any time to sell to meet their current obligations and 
needs. It would be expected that independents would generally 
be a force in preventing an effective organization of the buyers 
for the stabilization of farm prices. Then, too, the fact that the 
independents might have a lower cost of turnover would be 
another impediment to the organization of buyers as it is to 
the organization of growers. If, on the other hand, these 
problems were efficiently met under the leadership of manufac- 
turing, packing, selling, traffic, accounting, and banking experts 
by an organization of growers, it would be a force in developing 
an industry, as has been true in the case of the citrus fruits, 
raisins, prunes, peaches, figs, nuts, and eggs in California. The 
different commodity organizations which handle these products 
do not necessarily possess a monopoly, as is notably true of the 
poultry producers, but all these organizations do have certain 
favorable conditions of climate and of concentrated production 
in a relatively small area. 

The difficulty of the extension of this movement to such 
products as cotton and wheat is increased by the vastness of 
the competitive area in which the products are grown. A 
co-operative organization of wheat or cotton growers alone, 


*Cf. Carl Williams, ‘Can Co-operative Marketing Keep Up the Pace?” 
Commerce and Finance (August 16, 1922). 
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which would attempt to integrate the processes of distribution 
and milling with those of farming, could not expect to transfer 
the profits of middlemen and manufacturers to the producers. 
Such profits, if realized, would take the form of a higher price 
to the growers and thus would have the effect of encouraging 
production, unless the growers should devise some new method 
for limiting output as effective as that of the lower prices which 
it is alleged that the trade now pays. It therefore follows 
that in so far as the items of cost consist of manufactured prod- 
ucts, the output of which can be controlled, the farm producing 
group, whether organized or not, must continue to accept rela- 
tively low selling prices in comparison with their buying prices, 
at least to the extent that they have less power than manufac- 
turers to limit production to probable demand. Such limitation 
of output may be based upon the calculation of statistical 
bureaus of government, educational, and commercial agencies.’ 
However, it should be recognized that no mere publicity bureaus 
for indicating the desirability of limiting output to probable 
demand can be effective in adjusting supply to demand in the 
great consuming markets without some sort of organization 
which possesses economic power as well as information to control 
the supply in conformity to the demand. The fact that even 
the largest co-operative distributing organizations have no power 
over the output of their members reduces their power of prevent- 
ing a price depression. If they do not keep their members and 
banks informed of the dangers of overexpansion and of inflated 
costs during the period of prosperity, and if the banks loan on 
newly planted orchards and vineyards during the period of 
high prices and high costs, the depression that follows, though 
made more gradual by the distributing organization, will be 
delayed by the time it takes for such properties to come into 
bearing, and be prolonged by the fixed capital character of 
orchard or vineyard investment. Particularly is an organization 
for regulating production and the flow to different markets 


* Cf. Report of the Committee on Agricultural Outlook, United States Depart- 
ment of Agriculture, April, 1923; Wallace’s Farmer (November 11, 1923), PP- 4-5; 
Department of Research, American Farm Bureau Weekly News Letter (March 15, 
May 3, 1922). 
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the more important, though more difficult of achievement, 
in the case of such products as cotton, wool, meat, and clothing 
products, for which the demand is highly elastic, depending 
upon the purchasing power of consumers. These groups will 
continue to suffer the greatest instability in prices unless they 
are organized to finance the holding and gradual marketing 
of the product through the period of slump, to the period of 
revival in demand. An organization whose members are kept 
as well informed as certain business corporations’ of impending 
price changes should not be burdened with a maladjusted produc- 
tion, as were the unorganized cotton producers in 1920, or 
with inflated land costs and unadjusted output, as are the 
wheat producers in 1922-23. Any members of a wheat growers’ 
organization whose lands and chattels are mortgaged with 
inflated costs have not the necessary surplus of capital and 
income to wait for their products to be marketed gradually, 
even though European conditions make such policy desirable. 
However, no organization for one commodity can be as effective 
as a complete organization for each product of the whole farm 
series. If such organization is not consummated for each 
commodity, producers will turn, as far as possible, to produce 
the product in which better organization exists. The result 
would be to take away the advantage of organization unless 
an organization were effected for each of the other products. 
These problems of organization are thus stated with a view to 
showing their magnitude and not to exhibit any personal hope 
for, or bias in favor of, their solution. 

The banks have the same interests as the growers in the 
organization of commodity marketing associations for stabilizing 
the net returns to the latter and the basis of credit to themselves. 
But the question is: How may the banks act sufficiently together 
in uniformly applying a program of price stabilization to make 
its realization effective? ‘The answer has been: through the 
discount rate of the Federal Reserve banks. This means of 
control, however, still leaves great latitude among member 


*Cf. Business Cycles and Unemployment, National Bureau of Economic 
Research. 
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national banks as well as non-member state banks.‘ Control 
through the discount rate may be more potent in countries like 
England where the system of branch banking makes the interest 
rate more uniform and less divergent than in the United States. 
This power of control would be less over those country banks 
whose rate of interest is much higher than the discount rate of 
the Federal Reserve banks. To this extent agriculture will 
be less checked in its expansion during the period of rising 
prices and hence the after-effects of depression will be more 
certain to follow. If, during inflation, different groups of 
banks overfinance the farmers in conducting their planting 
operations as ‘well as the agencies which furnish them with 
fertilizer, feeds, and other supplies, and likewise overextend 
credit to the distributors of farm products and the speculators, 
then this overfinancing will support production on the basis 
of inflated costs, as in 1919-20, the prices of farm products 
will increase to a collapsible peak and living costs and the wage 
scale will be maintained or increased and the cost of production 
for the manufacturing, transportation, and other interests will 
be greater than future markets will support.’ 

If, during rising prices certain banks overfinance the manu- 
facturers, wholesalers, and retailers, and if, when a decline 
in prices begins, the retail trade is overextended in the amount 
of stock on hand and in the increased number in the business, 
then the period required for disposal of the stock purchased at 
the high-price level will be increased, the cost of carrying a 
surplus stock and the expense of increased competitive service 
rendered by the increased number in the business for the purpose 
of securing each retailer his share of trade will be greater, retail 
prices will be slower in changing, consumers’ prices will be slower 

10. M. W. Sprague, “‘The Discount Policy of the Federal Reserve Banks,” 
American Economic Review (March, 1921), p. 24; Anna Youngman, American 
Economic Review (September, 1921 and 1922). 

2Sprague, Harvard Business Review (October, 1922), p. 22; Report of 
Joint Commission of Agricultural Inquiry, Part II, “Credit,” pp. 12, 42-45; 
George E. Roberts, vice-president of the National City Bank of New York, “Fall 
of Agricultural Prices,” an address before the Academy of Political Science, New 
York, November 24, 1922. 
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in reflecting the decline in farm prices and the wage scale will 
need to be maintained at a higher level than that of farm products 
for a proportionately longer time. Stabilization of the basis 
of credit involves harmonizing the price changes of all items of 
cost with those of selling prices. This would require that the 
whole scheme of business must act as a unit. The question is: 
How can it so act under a laissez faire price system of control 
by the conflicting interests? All business is interested in maxi- 
mum selling prices and minimum costs. Manifestly, the groups - 
whose commodities or services become the costs of other groups 
are in conflict one with the other. Possibly there is no solution 
of the problem of controlling the price system as long as the 
right of price determination is left to the discretion of the opposing 
interests.’ 

Farmers as a class have made little headway in stabilizing 
their buying prices. It is true that citrus producers have talked 
about plans for controlling their own ocean transportation. 
Furthermore, they have bought extended timber lands, and they 
have manufactured their own box shook and boxes at a time 
when costs for these supplies had reached a monopoly level.? 
The co-operative supply company of these growers has also 
imported the raw material for the manufacture of fertilizer. 
With a few meager exceptions, however, like the foregoing, 
the fact remains that farmers in general have done nothing to 
control the price changes of their items of cost, and are as a 
class distinctly at a disadvantage in comparison with the manu- 
facturing groups which have made great headway through a vast 
integration of related industries under their own management. 
The fact that most farmers, in contrast to manufacturers, 
purchase their supplies at retail, will be a factor in prolonging 


Walter W. Stewart, ‘Controlling Business Cycles,” American Economic 
Review Supplement (March, 1922), pp. 42-43. 

2C. C. Teague, Review of the Financial and Operating Problems of the Fruit 
Growers Supply Company (April 20, 1921); G. Harold Powell, Annual Report (1921), 
p. 24. During 1920-21, a year of declining profits or losses, this company reported 
a saving of over $2,000,000 on billing out prices which will be refunded to members 
on the basis of their purchases. Referring to this company, the manager says, 
“Its very existence has a stabilizing effect on the prices of essential supplies.” 
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a period of depression in so far as retail prices at which they buy 
decline less than the wholesale prices at which they sell. 

If the prices of the items that enter into the cost of production 
have not fallen in the same proportion as selling prices, then 
there may be a loss or low profits upon new production as well 
as upon inventories. There is no co-ordination between changes 
in buying or cost prices and changes in selling prices. Seasonal 
and cyclical price changes are not at the same rate for different 
producing groups.‘ The greater the period of turnover, the 
greater is the opportunity for a discrepancy between costs and 
selling prices. However, the greater decline of prices of farm 
products in the present depression cannot be taken as a measure 
of difference in profit or loss of manufacturers and farmers. The 
former have a higher per unit cost because of decreased output. 
The evidence is not sufficient to make clear whether the control 
of output is a source of greater profit to the manufacturers 
or not, but the increased price charged for a product the output 
of which is restricted, becomes a source of higher costs and 
increased losses to farmers. The relatively lower selling prices 
than buying prices of farmers must be a factor in bringing about 
a diminished food supply and of accordingly increasing the 
problem of surplus population.? 

It should be noted that agricultural depressions do not neces- 
sarily occur at the same time as depressions in general.3 As 
farm production generally is not regulated according to business 
cycles, the prices of farm products do not reflect cyclical changes 
as much as other commodities. A survey to determine the ten 
commodities which best reflect the changes of business cycles 
resulted in the choice of no farm product, but in a selection of 

t Wesley C. Mitchell, of. cit., pp. 23-40, 461, 494, 558; Report of Joint Com- 
mittee of Agricultural Inquiry, Part I; Warren M. Persons, “The Crisis of 1920 in 
the United States,” American Economic Review Supplement (March, 1922), p. 8; 
Survey of Current Business, pp. 118-19, United States Department of Commerce, 
May, 1922. 

2Cf. E. M. Patterson, ‘Western Europe and the United States,” Ammnals 
of the American Academy of Political and Social Science (November, 1922); J. M. 
Keynes, An Economist’s View of Population, Reconstruction in Europe (August 


17, 1922). 
3 Wesley C. Mitchell, of. cit., pp. 23, 95, 461, 464, 557. 
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six commodities manufactured from farm products.’ It is 
significant that, while the manufacturers cannot control the 
seasonal production of farm products, they can control the output 
of wrought goods sufficiently so that their prices for the latter 
do not reflect the unstabilized seasonal changes of unregulated 
farm production of their raw products, but do indicate the 
measure of their power in adjusting their buying and selling 
prices to a highly elastic demand for their output.? The demand 
itself may be said to express the concerted judgment of business 
men of the movement of prices, according to which they increase 
or diminish purchases. Only the large business organizations 
can afford to employ the statistical experts to keep track of 
this movement that they may know how to govern their pur- 
chases and sales accordingly. The manufacturers, who are 
able to regulate the quantity of the raw farm products which 
they purchase according to cyclical changes, can, to that extent, 
avoid the losses of an unadjusted, unregulated, seasonal produc- 
tion. In proportion as they, the manufacturers, are successful 
in adjusting their purchases of raw farm products to cyclical 
demand, farmers will be obliged to bear this loss. Even if produc- 
tion is not appreciably greater than the average, the fact that 
production is seasonal may make the supply temporarily oc- 
cupy the position of a surplus in a time of general depression, 
when purchases are made in smaller amounts and movement 
of products is at a slower rate and when financial facilities may 
already be taxed to the limit. The fluctuations in farm prices 
must be greater as the seasonal production brings forth a seasonal 
surplus, if the farmers are not organized to finance the gradual 
sale of this surplus and to stabilize values in their own interest. 

* The ten commodities selected are cotton-seed oil, coke, pig zinc, pig iron, 
bar iron, mess pork, hides, print cloths, sheetings, and worsted yarns. Warren 
M. Persons and Eunice Coyle, The Review of Economic Statistics (November 1921), 
P. 363. 

2 Wesley C. Mitchell, of. cit., chap. x. 

3Cf. Henry S. Dennison, “‘Management and the Business Cycle,” Journal 
of the American Statistical Association (March, 1922), p. 23; The Stabilization 
of Business, chap. ix, Macmillan Co., 1923; Sanford E. Thompson, The Work of 


Stabilizing Production and Distribution, chap. x; Business Cycles and Unemploy- 
ment, National Bureau of Economic Research. 
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If short crops occur during periods of deflation, prices may be 
remunerative for all these products for which the demand is 
inelastic. On the other hand, the unregulated production of 
large crops may happen in the world at large, any year, and low 
prices may result for those products, though it may be a period 
of general business prosperity.' Even under such favorable 
conditions a surplus of any given crop may cause a dispropor- 
tionately low price because there is no adequate organization 
for marketing and storing the product and for financing its 
storage and gradual distribution over the longer period 
required. 

The presence or absence of organization is an important 
factor in determining the rate of change in prices for different 
producing groups during periods of rising and falling prices. 
Manufacturers with a more effective organization than farmers 
generally suffered less drastic decline in prices during the recent 
depression.2, Without proper organization for their storing, 
financing, and gradual marketing and with the condition of 
decreased purchasing power on the part of consumers since 
the close of the war, most farm products were sold at a lower 


relative price than other products. The organizations described 
in this article exercised a stabilizing influence so that the products 
handled by them did not undergo such a drastic decline in value 


* The Review of Economic Statistics (February, 1921); Production, Prices and 
Aggregate Values of Crops, p. 36: ‘We have found, then, that (1) the production 
and prices of agricultural commodities do not exhibit cyclical or wavelike move- 
ments, such as appear in the changes of general business conditions and of the general 
commodity price level, but rather show oscillatory year-to-year fluctuations; (2) 
there is a very high correlation between the changes in yield per acre and those 
in total production of crops; (3) there is a close inverse agreement between the 
changes in the index number of crop prices and production; (4) the aggregate 
value of crops depends very much less upon variations of production than upon 
variations in prices.” 

2 Some authorities may place differences in costs as one of the chief causes 
of the differences in the rate of decline in prices. But manifestly costs do not 
govern the rate of decline or there would be no depressions. Cf. “The Agricultural 
Situation,” Harvard Economic Service (January 21, 1922); ‘‘Relative Prices of 
Commodities in Successive Stages of Production,” ibid. (March 11, 1922): 
“In most cases the higher the stage of manufacture the higher is the relative price 
of the commodity.” 
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as other farm products. But farmers in general must continue 
to suffer more than other producing groups from a decline in 
the value of their products in so far as they are less able to 
control their output and costs, to integrate the processes 
that enter into production and distribution under their own 
management, and to form advantageous organizations for 
stabilizing buying and selling prices. The difficulty of organ- 
ization of all business increases with the number of units in 
any given line and according to the degree of ease with which 
new competitors may enter the field. Agriculture is not so well 
organized as other industries for the following reasons: the 
small scale of farming; the relative absence of fixed capital, 
and of control of patented processes; the ease and advantage 
of rotation of crops and the ever changing climatic conditions 
which together affect the amount produced; the lack of power 
to adjust the supply to consumption and to control the surplus; 
less power of regulating expansion during peak prices; the large 
number engaged in this basic industry; the ease of transportation; 
the relative cheapness of long-distance freight; the vastness 
of area of competition; the relative absence of tariff barriers, 
and the lack of credit adjusted to the long-time turnover of both 
production and distribution. These causes have been effective 
in making the organization of agriculture more difficult and the 
associations formed among producers less adequate for controlling 
competition and stabilizing the industry. 

If the manufacturers of food, clothing, lumber, and metal 
products were as disorganized as most growers of food and cloth- 
ing products, then the strategic position of the different producing 
groups would be more nearly equal according to the assumptions 
of eighteenth-century theorists. If the workmen in the factories, 
like tenant farmers, were paid by an allotment of a percentage 

* Ten leading crops declined to an average relative price of 98 in November, 
1921, and live stock to 91 in December, 1921, as compared with an average relative 
price of 1cc in 1913. ‘All commodities” declined to an average relative price 
of 138 in January, 1922; Survey of Current Business (July, 1922), p. 41. The 
weighted index of production of the twelve leading crops in the United States was 


118 in 1920 and 99 in 1921 as compared with the average of 100 for 1909-13; 
Harvard Economic Service (January 21, 1922). 
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of the total product of a factory, and if each individual workman 
were forced to find his own market and to sell his own product 
as the average farmer, then these producers of wrought goods 
would be in a selling position similar to that of the producers 
of farm products. The worker in a textile mill like the southern 
cropper would not be able to wait to locate an advantageous 
market: he would be forced to sell his product at once to secure 
food and other necessities of life. The banker would not find 
the mill-worker salesman any better security for financing the 
holding and gradual marketing of his product than the unorgan- 
ized cotton croppers of the South. Then, if the worker in this 
assumed order of eighteenth-century individualism had control 
of the machinery of production as does the farmer, whether 
he be a tenant or an owner, his necessities would not permit 
him to wait for an advantageous market; like the farmer he 
would have to keep his machine running to produce goods with 
which to buy the necessities of a livelihood. There could be no 
such waiting for jobbers and retailers to clear their shelves. 
Money-makirz would be out of the question. If, in addition, 
the workmen, like the farmers, were forced to buy their factory 
supplies at retail in small amounts, then the beneficent order 
of free and equal individual competition postulated by the 
early classical school would be as complete for the producers 
of wrought goods as for farmers, and both classes would be 
equally impotent in their buying as well as in their selling market. 
Manifestly in such an assumed order of free and equal individual- 
istic competition the relative price of finished cotton goods 
would not be 230 while the relative price of cotton is 133; and 
the relative price of wheat flour would not be 182 while the 
relative price of wheat is 142, as was true in the spring of 
1922.' That the raisin and citrus producers had temporarily 
a more favorable relative price during 1920-21 is in part because 
they, like the manufacturers, have eliminated the disadvantages 
of individual selling and of individual financing. That the raisin 
producers have had unfavorable relative prices since February, 


t “Relative Prices of Commodities in Successive Stages of Production,” Harvard 
Economic Service (March 11, 1922). 
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1923," is primarily due to their having less power to adjust output 
to the demand than those manufacturers whose organization 
embraces both the production and marketing of their products. 

According to the tenets of the early classical theorists there 
is no necessity for organization to stabilize prices. Organization 
is regarded as an obstruction to the complete operation of the 
natural order of “perfect liberty” and of free competition 
between individuals. The trust movement is a perversion of 
the natural order of individual liberty, a restraint on freedom 
of trade. An organization, according to some of the later 
followers of eighteenth-century theory, may be better able than 
the individual producer to maintain a market news service 
and a statistical department for the purpose of discovering 
the normal price relationship between supply and demand,‘ 
but it would have no power in the long run to deviate from this 
normal price. It is assumed, in accordance with classical bias, 
that there is one normal price and hence a uniform price that 


t Bureau of Labor Statistics, ““Wholesale Prices of Commodities,” February and 
August, 1923. Relative price of raisins was 124 and “‘All Commodities” 150 in 
August, 1923. 

2 Adam Smith, Wealth of Nations, Book I, Part II, chap. x. 


3Cf. Eliot Jones, The Trust Problem in the United States, pp. 200, 206, 232, 
501, 503, 517; Elbert H. Gary, Statement before the House Committee on Investi- 
gation of U.S. Steel Corporation, I, 79. ‘This authority goes so far as to think that 
free competition in the steel business would be so destructive as to result in greater 
concentration and in the survival of the most powerful and that the only solution 
would be in a “‘co-operative price” under government supervision. Hearings before 
a Subcommittee of the Committee on the Judiciary, U.S. Senate, 67th Cong., 1st Sess., 
on H.R. 2373, p. 81. 


4 Cf. Theodore Macklin, Efficient Marketing for Agriculture. This author, like 
the eighteenth-century theorists, is engaged in a quest for the assumed natural or 
normal price; but unlike them, he thinks its prevalence is dependent upon the 
existence of a proper system of news service. ‘Prices are the outgrowth of con- 
fidence in supply and demand facts,” p. 307. ‘That the consumer and farmer 
generally have had neither correct price facts nor correct interpretations of 
them is the principal cause for confusion and misunderstanding about prices,” 
Fred E. Clark, Principles of Marketing, chaps. xx-xxii. This latest work on 
marketing assumes the eighteenth-century assumptions without depicting the 
nature of the modern competitive struggle of conflicting interests which determines 
market prices. Instead of interpreting what goes, this authority characterizes 
certain competitive business methods, which diverge from the assumed normal, 
as “unfair”! 
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will sell all the goods, and that, if the buyers and sellers discover 
this price, they will act on this information. However much 
the market may be fluctuating, it is always tending toward 
this one normal price. Exchange simply registers the relation 
of demand to marginal cost. Volume of a product will depend 
upon productive capacity and the demand. The value of a 
product is its purchasing power in terms of other commodities. 
This relationship is a matter of the quantity of money and of 
all other commodities in existence which can be exchanged, one 
for another. The vendor or middleman cannot affect this 
quantitative relationship and therefore cannot affect the price. 
Whether there is organization or not, the agency that makes 
the exchange is colorless to influence prices except through supply 
and demand; then it is supply and demand that determines 
the price. The business concern is a passive agent; its interests 
can have no part except in registering the action of the supply 
and demand.? The competition is assumed to be free and the 
sellers to be acting independent of each other. If prices are 
high and profits large in any given business, it is assumed that 
others will enter this business and prices will fall until the returns 


on capital are similar to those in other lines. Prices of a product 
on all markets at any given time will tend toward uniformity 
except for differences in the cost for transportation and handling 
charges between places; the prices for different times within 
any given crop year will also tend toward uniformity except for 
differences in the cost of storage, insurance, and credit. 


*Robert J. McFall, “The Balance between Agriculture and Industry,” 
Annalist (November 7, 1921). This author, who shows the present statistical 
position of agriculture, gives an interpretation of the situation according to the 
assumptions of eighteenth-century theories as follows: “It is a matter of general 
knowledge that the agricultural production of the world did not fall off particularly 
at the end of the war. It is also a matter of general knowledge that the industrial 
machine, as though weary from its war efforts, became unproductive, and strikes, 
riots, and revolutions undermined the output of factories. Industry had not the 
wherewithal to trade on a basis of equality with agriculture.” ‘Had agricultural 
production declined more in harmony with conditions in industry, the price 
decline might not have been so violent nor the depression so keen.” 


2“T imitations of the Ricardian Theory of Rent,” Political Science Quarterly 
(September and December, 1918). 
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At the time of origin of much of the current economic theory, 
distribution was considered to be a matter of disposal of the 
superfluities. Production was emphasized; marketing naturally 
was not important as long as the sale was mainly within the 
community, nation, or a restricted area like Western Europe. 
Traditional theories have continued more or less to reflect 
the limitations of unorganized local individual production 
characteristic of the period of their origin.t Since the time of 
origin of classical theory, production and distribution have 
ceased to be primarily local in character. Some degree of 
centralization of distribution has necessarily developed to 
increase the co-ordination of the independent units which may 
reach the world’s markets through the modern system of trans- 
portation, factory production of manufactured products, and 
of specialized production of farm products according to geograph- 
ical resources and climatic conditions. 

According to the scheme of competitive individualism, the 
uniformity or equalization of prices between places, which 
tends to prevail excepting for differences in costs, will be brought 
about through freedom of traders to buy and sell in all markets 
at any time. That is, equalization or stabilization is made 
possible through the increased costs and additional transportation 
necessary to enable competitors to enter each other’s markets 
either as buyers or sellers. Especially in the pre-trust period, 
the manufacturer, and to a less degree the farmer, sought rail- 
road rates “that would allow him to sell at his neighbor’s door. 
The undercutting of prices which was prophesied by the classical 
school became a common practice. Thus it has been made 
possible for one plant to successfully invade the market of 
another.’? ‘To accomplish this assumed beneficent end of com- 
petitive theory and practice, “it was the tendency of legislatures 
and commissions to compel railroads to charge rates which would 
allow the greatest number of competing producers and shippers 


Cf. L. D. H. Weld, Marketing Farm Products, p. 6. 


2“Limitations of the Ricardian Theory of Rent,” Political Science Quarterly 
(December, 1918), p. 526. 
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to compete.’* As the size of the distributive agencies has 
increased, this competitive waste has been at least partially 
eliminated. Through a larger organization, the number of 
resales may be decreased, the cost of cross-freight and the 
disproportionate expense at terminals for extra local hauls 
may be reduced, as already indicated.2 Through large-scale 
organization a business may be departmentalized, specialists 
relative to world-conditions and needs may be employed; adver- 
tising, as a cheaper sales method for increasing demand, may 
be utilized, and prices may be stabilized on a narrower margin of 
profit, provided a sufficient volume of the product is controlled, 
and provided -that a sufficiently centralized banking system 
consistently carries out a policy to this end. The meat packers 
and other large distributors of food products, undoubtedly, 
have realized some of these economies; but the extent is not 
adequately known, because the investigators of this subject 
assumed the beneficence of free individualistic competition and 
therefore have disregarded the advantages of organization. 
The margin of profit of distributors may be reduced to a 
minimum but still the competition among middlemen under 
a scheme of unregulated production may be sufficient to keep 
the price of most farm products at a relatively lower level than 
that of other commodities. The necessitous growers, who may 
be financed by hard-pressed, small, local merchants and bankers, 
may not be able to wait for advantageous marketing. If the 
big private organization, which might be inclined to pay a price 
upon the basis of a higher stabilized level, does not take advan- 
tage of the weak financial position of a large portion of farmers, 
small independent buyers will proceed to buy at the lowest 
possible price. If the large private organization does not do 
likewise it will not long survive. Although the sellers of “dis- 
tressed products” may be more numerous at the harvest period, 
their influence will be felt in depressing the market and in estab- 


*Logan G. McPherson, “The Core of the Railroad Problem,” American 
Economic Review, XII (March, 1922), p. 113. 

2 Cf. Charles J. Brand, “Distribution, Its Analysis and Control,” Adminisira- 
tion (May, 1922), p. 6. 
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lishing the general level of prices of a product for the crop year, 
as crops mature at different times in the various districts of 
a country, and in the world at large.’ It is not simply a question 
as to whether the price is unduly low at harvest, relative to which 
the evidence is insufficient, but it is also a question of the influence 
of the weak farmers who may reach the limit of their credit 
so as to force sales at different times of the crop year. 

There has been no such degree of stabilization of prices 
between different times of a crop year or between different crop 
years, as has been assumed by traditional theorists.? The 
unregulated laissez faire competition does not, according to the 
more common emphasis, work in one direction, namely, toward 
the reduction of prices. During rising prices the competition 
of independent producers, distributors, speculators, and bankers 
tends toward overselling, overpurchasing, overordering, over- 
financing, inflation of demand, inflation of selling prices, and 
inflation of buying prices with a resultant financial crisis. Like- 
wise during falling prices, full retailers’ shelves at the peak 
of prices cause retailers to maintain prices when the wholesale 
prices begin to decline, and this discourages buying by consumers, 
who think that they should at once obtain the benefit of a price 
decline; wholesalers, who buy at all, underbuy and purchase 
from “‘hand-to-mouth” for immediate needs; manufacturers use 
up present stocks; and speculators in farm products turn to 
. * Cf. Wesley C. Mitchell, of. cit., p. 558. 


2 Cf. Theodore Macklin, Efficient Marketing for Agriculture. While this author, 
in accordance with earlier theorists, says that prices are the outcome of supply 
and demand facts (p. 136), he points out that better organization may be needed 
to stabilize prices, and that because of the absence of such organization, the assumed 
normal price may not prevail. Thus this author is departing from eighteenth- 
century doctrine to a recognition of modern business procedure. He says: “Unless 
private middlemen, who now render this storing service, are able to make a profit 
in the long run they must cease to operate. Their weakness lies in the fact that 
‘playing safe’ results in too great recession in prices before commodities are pur- 
chased for storing” (p. 137). Why “weakness”? If some larger middlemen do 
not wait to purchase and if enough others do and the latter succeeded in buying 
at a lower price the former would lose their position as distributors of farm products. 
Contrary to eighteenth-century doctrine, this author further states: “Better 
organization which makes unnecessary the sale of surplus products by farmers 
until these products are needed by consumers, is the surest solution of this problem.” 
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the bear side of the market; distributors buy only to fill orders, 
or handle on a commission basis; the movement of products 
from the country is blocked; country banks with less liquid 
assets’ and a smaller portion of discountable paper have less 
power to finance the holding of most farm products beyond 
the amount usually stored in the country, which is relatively 
small, and producers without surplus income are forced to sell 
at whatever price the market pays; and finally, the competition 
of distributors for the products of unorganized growers forces 
the prices of their products to a lower level than that of those 
producing groups who possess greater control of their product 
and are better- financed. The buying prices of most farmers 
decline more slowly and to a less degree than their selling 
prices, the basis of their credit is thereby undermined, and 
an agricultural crisis such as that of 1920-21 is precipitated.” 
Thus prices pass from being too high, relative to the assumed 
“normal price,” to being too low, relative to the “‘normal price,” 
or cost prices, or any other principle of prices except that of 
business cycles. 

During the post-war period of inflation from March, 1919, 


to June, 1920, the relative price of all commodities increased 
33-3 per cent and of farm products 6.5 per cent. In this final 
rise the farmers’ buying prices increased more than their selling 
prices. ‘To cover the farmers’ increased costs greatly increased 
credit was extended to them.4 The encroachment of costs’ 
upon profits, which usually takes place in the latter part of 


*C. A. Phillips, Bank Credit, p. 245. 

2 Report of Joint Commission of Agricultural Inquiry, Part I, ‘The Agricultural 
Crisis”; ‘“‘The Agricultural Situation,” Harvard Economic Service (January 21, 
1922). 

3 Report of Joint Commission of Agricultural Inquiry, Part II, “Credit,” 
Pp. 42-43. 

4 During the period from July 1, 1918, to December 31, 1920, short-time 
loans and long-time mortgage credit extended to farmers increased from $3,517,- 
373,000 to $5,317,374,000, or 51.1 per cent, and the short-time bank loans alone 
increased from $2,506,814,000 to $3,869,891,415 or 54.37 per cent, while the loans 
and discounts of all banks in the United States are estimated to have increased 
38.6 per cent. Report of Joint Commission of Agricultural Inquiry, Part II, 
“Credit,” pp. 93, 97, 99. 
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the period of business prosperity, was a factor in undermining 
the farmers’ credit, in bringing on the period of enforced liquida- 
tion and in precipitating the business crisis. The diminished 
profits suffered during the last year of prosperity afforded the 
producers of certain farm products less “cushion” with which 
to meet or break the violence of the fall in prices; their power 
of steadying prices on the decline was diminished, especially in 
the case of commodities for which the demand was elastic, as 
for live-stock products, and their dependence upon the bankers 
was increased.* Then the unfavorable rate of decline of prices 
of farm products made it more necessary for farmers than for 
other producing groups to draw more heavily upon their deposits, 
and to pay their debts more slowly, and for the Federal Reserve 
and correspondent banks to extend a greater percentage of credit 
to banks located in agricultural counties than to banks in indus- 
trial counties.” 

The production and marketing of most farm products becomes 
less capable of being adjusted to the cyclical changes in demand 
because of the two-year period required for the completion of 
these processes. The longer seasonal period of production makes 
the quantity of farm products which are in process of distribution 
greater than that of manufactured products, and the difficulty of 
financing, when movement is blocked, is correspondingly in- 
creased at the weakest point in the banking system of the United 
States. The relatively small decentralized banks, especially 
the relatively large numbers of country state banks, which are 
isolated from the Federal Reserve System, are not adapted to 


* Year Book, United States Dept. Agriculture (1921), pp. 303-5. 

2 Between May 4, 1920, and April 28, 1921, deposits in the member banks of 
the Federal Reserve System decreased 11.1 per cent in agricultural counties as 
compared with 4.4 per cent in industrial counties; loans and discounts decreased 
I.15 per cent in agricultural counties and 5.59 per cent in non-agricultural counties; 
borrowings of banks in agricultural counties increased 56.56 per cent with the 
Federal Reserve banks, and 65.70 per cent with correspondent banks; and banks 
in industrial counties decreased their borrowings from Federal Reserve banks 
28.50 per cent and increased .57 per cent with correspondent banks. Report of 
Joint Commission, Part II, pp. 105, 115. 


3 Irwin Wright, Bank Credit and Agriculture, pp. 19, 68. 
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finance the holding of the surplus in the country.’ The surplus 
becomes more burdensome in proportion to the lack of financial 
strength of the country banks and growers who are called upon 
to bear a larger part of the load than usual. The growers with 
largest capital are forced to compete with those farmers who 
have already “eaten up their crop,” and who, accordingly, 
are forced to sell at any price which they can obtain. It is not 
a question of the elimination of the producers with the highest 
costs of production as commonly assumed: in agriculture the 
marginal sellers go on producing.2 The question becomes 
whether the strongest growers will organize to save themselves 
from the competition of the weakest farmers, the sellers of 
“distressed products.” In agriculture the influence of these 
sellers must be much more important than in manufacturing 
because of the large number whose scale of operations is small 
and whose net income may not be more than enough for subsist- 
ence. If the sales by the growers accelerate the rate of shipment 
beyond the rate of absorption of different markets the rate of 
decline in prices must be increased unless the movement of the 
product is regulated by a general selling organization. The 
larger California co-operative distributive organizations have 
proved a protection against this sort of competition. 

Other elements in the instability of prices, which very plainly 
are not due to the varying degree of effectiveness in organization, 
but rather to the complete absence of organization among the 
many unco-ordinated, individual makers, distributcrs, and 
consumers of goods and among the different political units, 
briefly stated are: the stock of a commodity on hand at the 
time of a shift in values; the number and extent of holdings of 
the financially weak producers and distributors at the time of 
a decline in prices; the instability of the demand on the part 
of producers, which may be due to a greater expansion of physical 

* Eighty per cent of the amount loaned to banks by the War Finance Corpora- 
tion was granted to state banks and 20 per cent to national banks. Report of the 
War Finance Corporation (1922), p. 5. 

? Wesley C. Mitchell, op. cit., p. 23; Herbert Hoover, Some Notes on Agricultural 


Readjustment, and the High Cost of Living, p. 6 (reprint from the Saturday Evening 
Post, April 10, 1920). 
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assets and to a greater extension of credit during rising prices 
than during falling prices; the elasticity of demand of consumers 
which may be caused by overspending and undersaving during 
prosperity, or by a maladjustment of income and buying prices; 
the growth of nationalism and the rise of worker and peasant 
governments; the expansion and contraction of production of 
different producing groups; a change not only in the purchasing 
power of peoples but in the sentiment toward purchase with a 
tendency to emphasize political and economic rights over the 
acquisition of goods by the peoples in Central Europe, Russia, 
India, and China, the era of war production, expenditures, and 
financing, which have brought about great changes in the balance 
of trade and of credit and in the rate of foreign exchange." 
The varying influence of these conditions in causing price changes, 
maladjustment, and instability should be recognized by the 
student of the business organization and of price stabilization. 
The effect upon non-agricultural groups of an unfavorable 
rate of price change for any such large groups of producers as 
those engaged in agriculture and live-stock raising can be stated 
only in general terms.? If the producers of grain, live stock, 
wool, and cotton occupy a weak strategic position as sellers 
because of their lack of proper organization or for other reasons, 
«Cf. Alonzo E. Taylor, ““The Decline in the Price of Cereals,” Journal of 
Farm Economics (October, 1922); ‘‘Commercial Importance of Russia,’’ American 
Economic Review (September, 1922); Prof. Max Sering, ‘‘ Economic Consequences 
of the Agrarian Revolution in Central and Eastern Europe,’”’ Reconstruction in 
Europe (August 17, 1922); Sir Henry Rew, ‘‘The World’s Grain Supplies as Affected 
by the Situations in Russia and Southeastern Europe,” Reconstruction in Europe 
(August 17, 1922); Ernest M. Patterson, ‘‘ Western Europe and the United States,”’ 
Annals of the American Academy of Political and Social Science (November, 1922); 


John A. Todd, “Reconstruction in the Cotton Trade,” Annals (November, 1922); 
Frank A. Vanderlip, What Next in Europe? WHarcourt, Brace & Co., 1922. 

2 Cf. Wesley C. Mitchell, op. cit., p. 582. No one as much as this author shows 
the extent and sensitiveness of “interrelation of prices” throughout the business 
system. G.F. Warren, Prices of Farm Products in the United States, United States 
Department of Agriculture, Bulletin No. 999, Report of the Joint Commission of 
Agricultural Inquiry, Part I, “The Agricultural Crisis and Its Causes,” p. 13; 
Part II, “Transportation,” p. 11; Sydney Anderson, “The Farmer and the 
Railways,” Journal of Farm Economics (July, 1922); Julius H. Parmelee, “Farm 
Prices and Railway Rates,” Journal of Farm Economics (July, 1922), Harvard 
Economic Service (March 11, 1922). 
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then their position as buyers of the products of other producing 
groups will be weakened and the diffusion of consumptive capa- 
city correspondingly restricted. The debt-paying power of any 
group depends upon the gradual and profitable marketing of 
their products. If any producing group, the cotton or wool 
growers, for instance, fails in thus advantageously marketing 
its product, its buying power will be decreased and the rate 
of liquidity of loans of other producing groups will be accordingly 
diminished.? To the extent that the price situation remains 
unfavorable to farmers it will become necessary not only for 
the War Finance Corporation, but also for the Federal Land 
banks to refund this “frozen credit.”” Farmers will then be 
obliged to pay out a greater portion of their income in the form 
of interest on long-time notes and a smaller portion for the 
purchase of farm supplies and commodities in general. Thus 
the instability of prices of farm products becomes a cause of the 
depression in the price of other commodities and the depression 
in the prices of manufactured products retroacts cumulatively 
upon the price of farm products. In so far as the conflicting 
groups of producers and distributors are able to make the rate 
of price changes uneven in conformity to their varying interests, 
the retroactive effect upon themselves will be greater. A higher 
relative price for manufactured products may so decrease the 
purchasing power of farmers as to seriously curtail the market 
for these manufactured products. On the other hand, a higher 
price for farm products, a higher cost for food and clothing, 
and higher wages may be cumulative in a business crisis which 
in turn may bring about a closing of factories, unemployment, 
and a slump in the prices of farm products. The cumulative 
effect of the seasonal and cyclical changes in prices resulting 
from these unco-ordinated conflicting interests cannot be statis- 
tically measured with the present knowledge. But the long-time 
institutional effect is manifest: contrary to the expectations of 

* On the basis of 1919 prices, farmers and farm laborers are estimated to have 


received 19.7 per cent of the total income of the United States. Oswald W. Knauth, 
Distribution of Income by States in 1919, p. 1. 


2 Eugene Meyer, “Financing Agriculture.”” Address before State Bank Division 
of the American Bankers Association, 1922. 
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the classical theorists, wealth has not continued to centralize 
in the hands of the agricultural land-owning class.‘ In so far 
as this tendency has resulted in an increasing curtailment of 
the purchasing power of cultivators and farm owners, the sale 
to them of commodities in general must be limited.? 

Manifestly, substantial reasons exist for the increased interest 
in the possible extension of organization among the producers 
of farm products. The development of purchasing power 
among farmers is considered fundamental to the maintenance 
of that circulation of goods which is necessary for the preservation 
of markets and of business prosperity. A greater stabilization 
in prices of farm products would not only bring about a greater 
stabilization of purchasing power among farmers, but it would 
also make possible a greater stabilization of living costs, wages, 
and of industrial costs in general. However, this is only a part 
of the larger question. To what extent may the more complete 
organization of business bring about control of business cycles, 
so as to prevent sky-rocketing and collapse of prices, or must 
the conclusion be that the maladjustment of prices or the differ- 


ential rate of price increase and decline is a permanent concomi- 
tant of the quest for profits ? 


W. R. Camp 


UNIVERSITY OF CALIFORNIA 


tIn addition to the seasonal and cyclical price changes which are mainly 
considered in this article, there are the long-time institutional price changes due 
to the cumulative effect of changes in the whole scheme of institutions. Some of 
the causes of institutional price changes have been indicated by the author else- 
where: “Limitations of the Ricardian Theory of Rent,” Political Science Quarterly 
(September and December, 1918); ‘‘Proposed Reforms in the System of Food 
Distribution,” Journal of Political Economy (November and December, 1921). 


2 During the period from 1909 to 1920, “‘the average income received by a 
farmer in pay for his labor after deducting a return of 5 per cent on his property, 
is far below the earnings of employees in other industries,” Report of the Joint 
Commission of Agricultural Inquiry, Part I, pp. 54-57. Cf. Wesley C. Mitchell, 
Wilford I. King, Frederick R. McCaulay, and Oswald W. Knauth, Income in the 
United States, p. 90. While these authorities recognize that the division of income 
from a farm between labor and the property is really arbitrary and hypothetical, 
the conclusion is reached that either the farmer would be paid a relatively low wage 
for his labor or his property would be accredited with a relatively low return. 
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VI. SKETCH OF HUTERIAN HISTORY 

There were four distinct steps in the founding of the Huterian 
community. 

In Zurich, Switzerland, in the early days of the Reformation 
there was a group of very earnest Christians. They had been 
zealous followers of Luther and Zwingli when those two men 
first began their work. But gradually they were becoming con- 
vinced that neither Luther nor Zwingli would effect a real re- 
form of abuses which they felt the times cried aloud for. The 
old Huterian history quotes ‘‘ Luther has indeed broken down the 
old house, but he has not built up a new one.’ 

Early in 1525 a band of these Zurich Christians met, and 
under the leadership of Conrad Grebel, a patrician of Zurich, 
and George of the House of Jacob, called Blaurock who had 
recently been a monk at Chur, founded a new church, calling 
themselves by the simple name of “‘Brethren.”? They adopted 
adult baptism as their external symbol of membership in the 
new church, and pledged themselves to a return to apostolic 
simplicity of worship and godliness of daily life. Switzerland 
was filled with men deeply in sympathy with such ideals, and 
soon bands of Brethren were to be found throughout the country. 

These various groups of Brethren differed greatly among 
themselves in the things they believed. Yet there were certain 
great fundamental things upon which they were agreed, and 
which formed a strong bond of union among them. At one of 
their earliest conferences it was found that there were seven 
tenets to which practically all the groups of Brethren committed 
themselves. These were: 

1. Baptism of adults only. Form sprinkling. 

2. The Lord’s Supper to be regarded as a memorial service only. 


* Beck, Die Geschichts-Biicher der Wiedertdufer in Oesterreich-Ungarn., p. 12, 
footnote. 
2 Ibid., p. 19. 3 Wolkan, Die Hutterer, p. 44. 
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3. The emphasizing of the need of Christians to separate themselves 
from the things of the world and to abstain from voting and office-holding. 

4. The support of the Christian ministry. 

5. A policy of non-resistance, denying that Christians have the right 
to bear arms. 

6. Observance of the scriptural injunction not to take oaths. 

7. The use of no other punishment or means of discipline than the 
biblical one of the Ban. 


In the same year that the Church of the Brethren was 
founded in Switzerland, the Peasants’ War broke out in Germany. 
The reforms that the peasants of Germany were demanding by 
force of arms were the same as those the leaders of the Church 
of the Brethren had been demanding in their sermons. The 
Peasants’ Revolt was a bloody one, and the authorities were 
thoroughly alarmed. When at last they got control of the 
peasants, they took a terrible revenge, and directed it not only 
against those who had risen in arms but against all who had 
shared their views. The pacifist Swiss and the militant Germans 
fled together for their lives. Multitudes went down the Rhine 
to Holland, where in later times they became known as Menno- 
nites. Others fled in great numbers to the east, finding a refuge in 
Moravia. The leader of this latter group was Balthaser Hub- 
meier. He founded a church in Nikolsburg, Moravia, in 1526. 
Before the end of the year the church had a membership of 
between six thousand and twelve thousand souls.’ 

The membership of the new church included refugees from 
all parts of Switzerland, South Germany, the Tyrol, Silesia, and 
Upper Austria. United thus in one congregation, the differences 
of opinion of the various groups stood out more sharply by 
contrast, and grave discussions arose. The two most serious 
causes of dissension were the conflicting views as to community 
of goods and as to the bearing of arms.’ 

Many of the Brethren believed that a return to apostolic 
religion necessitated following the example of the early Christians 
in Jerusalem in the selling of all their goods and having everything 
in common. Already, before coming to Moravia, a group of 


* Newman, History of Anti-pedobaptism, p. 176. 2 Beck, op. cit., p. 50. 
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the Brethren had set up a voluntary communism in Zurich," 
and the idea had been in the air throughout militant Germany 
and pacifist Switzerland. 

Practically all the Swiss Brethren and many of those from 
Germany believed in non-resistance. But some said that though 
it was wrong to bear arms, yet if the state commanded one must 
obey. The question was acute in the highest degree, for at the 
time the Brethren arrived in Moravia the Turks were threaten- 
ing an invasion, and everyone was arming to defend the country. 

Soon the church at Nikolsburg had become divided into two 
well-defined groups. The larger group accepted the terms non- 
resistance and community of goods in their mildest sense. One 
must not fight unless the state required it. One must not see 
suffering among the poor without relieving it. The smaller 
group insisted that a Christian could not bear arms under any 
circumstances, and that the only Christian way to live was as 
the early Christians did, with community of goods. The leader 
of this group was Jacob Widemann. His followers numbered 
200 souls, counting adults only.? 

In 1528 this band of two hundred set out from Nikolsburg to 
found a church that should embody their ideas. They decided 
to go to Austerlitz, where four brothers, the lords of Kaunitz, 
had in 1511 received Picards as colonists upon their great estate, 
defending them in their religion which much resembled that of 
the Brethren.’ 

On the journey thither they halted for the night in a deserted 
village called Bogenitz, and there they elected four officers to 
assist their leader. These officers spread a mantle on the ground 
and everyone came forward and laid on it everything that he 
possessed.4 Thus was established the community of goods 
which is still in practice among the Huterian Brethren in South 
Dakota and Canada. 

It is interesting to notice that among the four officers elected 
on that first day of their separate group history was one called 
Jacob Mandl, a Bohemian who had been master of rents on the 


* Bax, Rise and Fall of the Anabaptists, p. 27. 
? Beck, op. cit., p. 74. 3 Ibid., footnote. 4 Ibid., p. 75. 
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great estate where the Brethren had lived in Nikolsburg, and 
who had been converted to their way of thinking and joined 
them. This name Mind is still one of the prominent names in 
Huterian communities. 

The Brethren were given a cordial welcome by the lords of 
Kaunitz, who assured them that had they been a thousand strong 
they still would have received them. Here they built their first 
community houses. 

Meantime persecution had broken out with great fury in the 
Tyrol. Blaurock, one of the founders of the church of the 
Brethren in Zurich, was one of the great apostles under whom 
the Tyrol had been converted. When he was martyred in 1520, 
Jacob Huter, a young hatter, a man of tremendous force of 
character, great courage, and rare organizational ability, took 
the leadership of the Tyrolean church. He visited the commu- 
nity at Austerlitz, and became convinced that it had found the 
way of life which was most truly Christian. When persecution 
drove many of his followers from the Tyrol, he sent them to 
Austerlitz. 

Jacob Widemann would seem to have been a man of great 
intensity of conviction and of personal rectitude, but without 
breadth of vision or the gift of leadership. Factions broke out 
in the community, and more than once Huter was called to come 
from the Tyrol, study the situation, and act as adviser and 
harmonizer. In 1533 he with great numbers of his followers 
came to join the community, for the persecution in the Tyrol 
had become unendurable. A thousand of the Brethren had died 
there and in Goetz, enduring the most awful tortures by flame, 
by the executioner’s knife, and by drowning. Soon after the 
coming of Jacob Huter, he was made head of the community 
in the place of Widemann. 

The Tyrolese group brought numerical and financial strength 
to the Austerlitz community at a time when both were greatly 
needed, and, still better, it brought to it Huter’s talent for organi- 
zation. This great leader, whose name the communities now 
bear, made sweeping changes in the routine of community life. 
It was, indeed, a rigid plan that he formulated. Every trace of 
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private ownership was wiped out, and nothing of special privilege 
was left to mark leaders from other members of the community. 
Discipline was strictly enforced, and all who would not submit 
to it were banned from the community. A great many protests 
were made at first, and many voluntarily withdrew from the 
Huterian group and set up communities of their own in which a 
milder form of communism was practiced. But as time went 
by these were all torn by factions and jealousies, while the 
Huterian community was prospering to an amazing degree and 
harmonious. Gradually those who had seceded all came back; 
and new recruits came from time to time from the surrounding 
countries.2, Huterian communities were established all over 
Moravia. Loserth names eighty-six towns near which they had 
been set up.s Where today a Huterian Bruderhof houses a 
hundred people, in those days it housed anywhere up to two 
thousand, and probably averaged between three hundred and 
five hundred souls.‘ The Huterian population in Moravian 
days has been variously estimated, the estimates ranging from 
twelve thousand to one hundred thousand.$ 

Although the hundred years in Moravia brought to the group 
its period of greatest prosperity, persecutions were frequent and 
severe. The Huterian people had for bitter enemies the Emperor, 
the King, and the churchmen of all churches—-Catholic, Lutheran, 
and Calvinist. Twice they were driven out of the country and 
their households were entirely broken up.® But in each case 
the nobles on whose estates they lived, and who prospered 
greatly from having such thrifty tenants, took the initiative 
in getting permission for them to return. 


* Heath, “Living in Community,” Contemporary Review, LXX, 249-50. 


?Kautsky, Communism in Central Europe in the Time of the Reformation, 
p. 195; Beck, ep. cit., pp. 211, 228, 295; Huteriass Grossgeschichtbuch, record for 
year 1540. 


3 Loserth, Communismus der Mahrischen Wiedertdufer, p. 246. 
4 Heath, op. cit., p. 250; Beck, op. cit., pp. 172-73. 


5 Ibid., p.x; Ranke, History of the Popes, p. 238, footnote, quoting Ragguaglio 
di Caraffa. 


6 Beck, op. cit., chapters iv and vi. 
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Jacob Huter was put to death during the first of these persecu- 
tions in 1536." Though he had stood for so brief a time at the 
head of the community life, he left it so well organized that it 
has come down to the present time practically unchanged, 
though it has been subjected to the most crucial tests. 

From 1565 to 1592 the Huterian people enjoyed their greatest 
period of prosperity. Those years are always called by them 
their ‘“‘golden time.’? Their great success may be ascribed to 
four causes—their indefatigable industry, their fine sense of 
organization, their rigid discipline, and their esprit de corps— 
the high degree of pride they developed for the reputation of their 
group. With so many people living together as one: family, 
under the direction of one man, the Huterian people found 
themselves better organized than was any other group of work- 
men in Moravia. They approached the modern manufacturing 
system much more nearly than any of the guilds around them 
were able to do; and it was not long before they found themselves 
in control of the market along more than oneline. DeSchweinitz, 
who lived in that century, wrote of them: “It is said of them 
that they were the best farmers, raised the best cattle, had the 
best vineyards, brewed the best beer, owned the best flour-mills, 
and engaged on a large scale in almost every kind of trade known 
in their day.” Beck says they had the reputation for making 
the best cutlery, the best linen, and the best pottery produced 
in Moravia.4 When they finally left the country, a government 
consultation was held to consider how to find other weavers to 
take their place, and it was suggested that Dutch weavers be 
invited to do so. A visitor at their Bruderhofs exclaimed, 
“They had enough ducats and gold crowns so that they paid 
one bill of 2,200 gulden,—They monopolize all the trades, and 
it looks as if they would soon buy out the lords.’ 

The Huterian system of those days may be described as an 
almost even blending of large-scale industry and large-scale 


* Heath, Anabaptism, p. 80. 3 Armitage, History of the Baptists, p. 380. 
2 Op. cit., pp. 245 ff. 4 Beck, op. cit., p. xvii. 

5 Heath, “Living in Community,” Contemp. Rev., LXX, 252. 

6 Armitage, op. cit., p. 380. 
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agriculture. And much of their success was due to the fact that 
workers were shifted from one line of work to another according 
to the seasonal pressure on the farm or seasonal slackness in 
any of the shops. 

Delegates were sent from time to time to study methods in 
use in neighboring countries,’ and the greatest pride was shown 
in adopting the most progressive ones. Workers’ “readings” 
or conventions were held frequently, at which the workers of a 
like trade from all the Bruderhofs came together to discuss 
rules and regulations, technique, supplies, and markets.? 

In many respects the Huterian system that grew up in 
Moravia reminds one of the co-operative movement that arose 
in England three centuries later. It was primarily an association 
of consumers; there was no profit-making on goods used by 
members; only staple articles were produced; most of the raw 
materials needed in their shops were home-grown; all the 
communities united in buying whatever was of necessity bought 
outside, so that all buying was at wholesale prices; and the 
greatest emphasis was laid on the quality of the goods produced. 

Not only were their wares in great demand. Their workmen, 
trained under the highly organized system, were given the 
preference all over Moravia wherever there were places to fill 
that called for administrative ability in lines employing many 
workers. Huterian men became head millers, head gardeners, 
head foresters, stewards, and farm superintendents in large 
numbers. The women were in as great demand as the men. 
An anxious priest exclaimed, ‘“‘God have mercy! It has gone 
so far that nearly all the women of Moravia must have no one 
but Anabaptist women for their midwives, their wet nurses, 
and their children’s attendants, as if they were the only ones 
who were instructed in these things.’’ 

Twice the Huterian physician, George Zobel, was called 
to the capital by the Emperor Rudolph, once to attend on him 


* Kautsky, Communism in Central Europe in the Time of the Reformation, 
Pp. 210. 

* Beck, op. cit., pp. 260, 304, 358, 363, 440, 454, 460, 480. 

3 Heath, “Living in Community,” Contemp. Rev., LXX, 250. 

4 Kautsky, op. cit., p. 206. 
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personally,’ and once to advise about methods for checking the 
plague which was raging through the country.” 

Such successes did not come without arousing great enmity 
on the part of craftsmen and others native to the country, who 
saw themselves outdone by a race alien in blood and heretical 
in religion; and every means was resorted to to break the prosper- 
ity of the communities. Taxes levied on the Brethren were far 
higher than those for others. Especial fines were levied on the 
noblemen who harbored Huterian people on their estates.‘ 
But nothing would induce the Brethren to give up their manner 
of life, to which they clung as tenaciously in times of poverty 
as in times of prosperity, regarding the sharing of all things 
equally rather as a religious obligation than as a means of 
economic advantage. 

When the nobles who had protected the Huterian Brethren 
were entirely crushed at the battle of White Mountain in 1620, 
and were driven out of the country, the Huterian people also 
were driven out.’ Multitudes of them scattered in various lands 
never to rally again as a group. A part of them kept together 
and went in two bands, one to Slovakia in Hungary, the other to 
Transylvania, whither they were invited by Bethlen Gabor who 
was desirious of introducing their skilled workmanship into his 
country.© The numbers of those who went to Hungary and 
Transylvania are variously estimated, but are usually placed 
at between fifteen and twenty thousand.’ 

The story of the next 160 years is one of slow but constant 
decline. Households were set up in the new countries. The 
names of some thirty communities are recorded. One of them 
was so large that it had five hundred married couples in it.* 


* Beck, op. cit., p. 277. 

2 Tbid., p. 329. 

3 Heath, “Living in Community,” Contemp. Rev., LXX, 257. 
4 Armitage, op. cit., p. 383. 

5 Beck, op. cit., chapter x. 

6 Huterian Kleingeschichtbuch, record for year 1622. 

7 Ranke, op. cit., p. 239; Smith, The Mennonites, p. 143. 

8 Huterian Kleingeschichtbuch, record for 1622. 
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But the people were never able to get back the spirit that domi- 
nated their life during the first century. They faced such 
persecutions as their early history had brought them, but they 
had not the same rugged power of resistance. They had made 
their new homes in that section of country which was, till 1648, 
constantly overrun by troops of the Thirty Years War.' Their 
plan of community housekeeping involved the storing of a 
year’s provisions in great central storehouses. These houses 
were naturally the first objects to attract soldiers sent out to 
forage for food. During these years the Huterian households 
were constantly being plundered, and some of them were burned 
down.? The Thirty Years War was followed by the still more 
ruthless Turkish wars, and again the Huterian people lay in the 
path of the invaders. By 1665 they were reduced to the most 
abject poverty and were forced to send representatives to Holland 
to beg aid of the Mennonites of that country, aid which was most 
generously given.’ This is practically the only instance recorded 
in Huterian history where the Brethren had to ask assistance 
in financial matters. 

Realizing that the cause of the constant attacks on them 
had been their great storehouses, the Brethren now felt forced 
to lay aside their community housekeeping, and let each family 
shift for itself. This was done in Hungary in 1685 and in 
Transylvania in 1695.4 The Brethren still kept their groups 
intact, had community land and buildings, and elected com- 
munity officers,’ expecting always to be able to resume their old 
form of life again soon. But when the military invasions ceased, 
religious persecutions of a very drastic nature set in. Huterian 
children were forcibly baptized into other churches, and every 
effort was made to oblige the Huterian people to leave their 
religion and join one of the four recognized churches of the coun- 
try—Catholic, Lutheran, Calvinist, or Unitarian. 

About 1760 the Jesuits won from Maria Theresa permis- 
sion to use still more stringent measures. Search after search 

* Beck, op. cit. chapter xi. 2 Ibid., pp. 515-17. 3 Ibid., pp. 519-20. 

4 Ibid., p. 577; Huterian Kleingeschichtbuch, year 1695. 

SBeck, op. cit,. pp. 552, 573 603. 
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was instituted and all Huterian books that could be found 
were burned.’ All the Huterian preachers were put into prison, 
where they were regularly instructed by Jesuits, and were 
promised freedom as soon as they gave up their religion. The 
Huterian chapels were closed, and Catholic ones opened among 
the Brethren. Soldiers came and dragged them to the services 
and guarded the doors to see that they remained. The soldiers 
were quartered in Huterian houses and fed at their expense.” 
It was after months of such treatment as this that an offer was 
made which, to the greater part of the Huterian Brethren was 
too tempting to be refused. An arrangement was made whereby 
if the Brethren became Catholics they might worship in separate 
congregations, have their own school teachers, and be exempted 
from any military duties. All the Huterian churches in Hungary 
went over to the Catholic church under these terms. Their 
churches were known as “Habaner® churches.” It is interest- 
ing to know that one such congregation of two hundred souls 
is still to be found in Lewar, Slovakia.‘ The Huterian Brethren 
of Canada recently got into communication with members of 
this Habaner church. The members of it have well-nigh for- 
gotten the early history of their group, and are good Catholics. 
They lost their privilege of military exemption during the dis- 
turbances of 1848. Very recently in tearing down one of their 
old houses they found a horde of old Huterian books plastered 
between the walls, where they had been hidden during the years 
of Jesuitical persecution. 

When the Huterian church of Hungary went out of existence 
in 1763, the Brethren of Transylvania came very near to following 
their example. But a little remnant was saved. Though their 
numbers were very small, their zeal had been greatly strength- 
ened by the recent coming to them of a small group from Carin- 
thia, a group with a very interesting history. 

* Ibid., p. 603. 

? Huterian Kleingeschichtbuch, year 1762 and following. 


3The term ‘‘Habaner”’ is a contemptuous one applied to the Huterian people 
by the people of the country. It is the Slovak word for “lubber” or awkward 
person. 


4Hege, Kurze Geschichte der Mennoniten, p. 40. 
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It was about 1752 that some of Luther’s writings created a 
great deal of interest in Carinthia, and a great many people 
there decided tu leave the Catholic church and found a Lutheran 
one." They met with strong opposition, were dragged to the 
courts and threatened with deportation and loss of all their 
property if they persisted. Under these threats most of the new 
converts went back to the Catholic church. A small band 
remained firm in their new views, and the threat was carried out. 
They were deprived of all their property, and were sent in a 
boat to Transylvania where they chanced to be left in a village 
near the one where the Huterian Brethren lived. They at once 
sought out the Lutheran church, but to their astonishment found 
it was not at all what Luther’s writings had led them to expect 
it to be. The members took oaths, and seemed very worldly 
with their magnificent churches, and were not living at all in the 
apostolic simplicity the newcomers had expected to find. For 
a year they wavered. They were no longer Catholics, and they 
could not make up their minds to join these Lutherans. Then 
it chanced that in looking for work one of them was hired by a 
Huterian Brother. They learned of the Huterian religion, and 
found it was just what they had been looking for. So they joined 
the Huterian church. The Brethren had not been living with 
community of goods since 1694, because the persecutions of the 
century did not allow them to do so. But the newcomers were 
greatly impressed with the rightness of that way of life and took 
the initiative in setting up a community in Transylvania in 
1765.” 

At this time the Jesuits, having succeeded in destroying the 
church of the Brethren in Hungary, were directing all their 
activities at the Transylvanian group, and the story of the next 
two years is one of constantly interrupted meetings, imprisoned 
preachers, and forced attendance at Catholic services. Several 
times the people of the Huterian churches were deported to 
various towns, but always they reassembled. At last, in 1767, 
they learned that a final blow was to be struck. Their children 


* Huterian Kleingeschichtbuch, year 1752. 
2 Ibid., record for 1765. 
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were all to be taken from them and brought up in Jesuit orphan 
asylums. The beds had already been made up for the children, 
when the frenzied parents, gathering what few belongings they 
could together, fled precipitately and managed to escape from 
the officers who pursued them. They climbed the Carpathian 
Mountains, a little band of sixty-seven souls, and got across 
the boundary into Wallachia. There they rented land near 
Bucharest, and set up their old full community life. Many of 
the Brethren who had gone over to the Catholic church joined 
them a little later.' 

At first they prospered greatly, but within a few months a 
pestilence swept through the community and enfeebled it. Then 
the Russian-Turkish war broke out, and the people were plun- 
dered more terribly than in all their history before. Just at 
this time they learned of the offer being made by Catherine the 
Great to induce German colonists to come to Russia. She 
offered military exemption, control of their own schools, and a 
large degree of autonomy. It was good news indeed, and in 
1770 all the Huterian Brethren in Wallachia migrated once 
more, setting up a new community at Wischenka, about a 
hundred miles northeast of Kiev.? Here they were joined by 
some of the Hungarian Brethren who had formerly gone over to 
the Habaner church. A period of great prosperity set in and 
lasted for fifty years. So great was their wealth, and so free 
were they from any persecution from without, that they began 
to be slack in discipline, and this slackness was the cause of a 
new downfall. Group spirit died down, the indefatigable 
industry of earlier times no longer characterized them, and piety 
grew lukewarm. In 1819 an accident resulted in the burning 
down of the community buildings, and it was found that there 
was not strength enough left in the group for it to rally and 
rebuild. The Brethren still kept together, intact as a group, 
holding religious services as before, but without any community 
housekeeping. They became wretchedly poor. They had no 
school, and their children grew up illiterate—a thing unknown in 
Huterian history at any other period. 


* [bid., record for 1767. 2 Ibid., records for year 1770. 
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In 1842 the whole group migrated to the extreme south of 
Russia, settling just north of the Crimea, but not with community 
of goods. Their two settlements, Huterthal and Johannesruh, 
near Melitopol, were in an exceedingly fertile region, and pros- 
perity returned. In this new location the Huterian people 
found themselves near neighbors to great groups of Mennonite 
people. The Mennonites had sprung from the same churches of 
the Brethren in Switzerland that the Huterian Brethren sprang 
from. But in the persecutions of 1525 and the years immediately 
following, the Mennonite group had fled down the Rhine to 
Holland, and in the centuries following had gradually migrated 
eastward across Denmark, Germany, and Prussia, and thence 
into Russia at the time Catherine the Great made her most 
attractive offer; while the Huterian Brethren had fled first to 
Moravia, as we have seen, and then through Hungary, Transyl- 
vania, and Wallachia, and also into Russia. 

Soon after removing to the Crimea, the Huterian Brethren 
began to wish to establish their old community form of life, but 
the government refused to allow it. For many years they plead, 
and at last in 1857 won permission to do so. Two communities 
were set up, one in Huterdorf and one in Scheromet—which 
two groups later became the Wolf Creek and Bon Homme 
communities of South Dakota. The prosperous Huterian 
villagers of Huterthal and Johannesruh also tried community 
life for a time, but both experiments lasted only two or three 
years. So that at the time of the migration to America about 
half of the Huterian Brethren were living out of community. 

Just a hundred years after the Brethren entered Russia, in 
1870, the Russian government decided to withdraw the privilege 
of military exemption, and Mennonites and Huterian people 
alike began to seek for a new home.? The Mennonites sent 
eleven delegates and the Brethren one to America in 1873, 
after investigating prospects in Siberia and Africa, and finding 
them unfavorable. These twelve men visited Canada, many of 


1 Janssen, Die Grundung und Entstehen der Kolonie Hutterthal um Kreis 
Melitopol. 


2 Smith, op. cit., p. 253. 
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the states in the West and South, and government representa- 
tives in both Ottawa and Washington, by whom assurances 
were given that their religious scruples as to war would be 
entirely honored.’ They returned to Russia with most favorable 
reports, and in 1874 the migration to this country began, the 
details of which have been already given. Those not in com- 
munity also came, and now live in South Dakota, North Dakota, 
Saskatchewan, and California. 


VII. GROUP CHARACTERISTICS 


Racially, the Huterian group is one of the most highly complex 
to be found among any of our immigrant peoples. We have seen 
that their founders and earliest members came from Switzerland, 
South Germany, and most of all from the Tyrol. While they 
lived in Moravia, so many Bohemians and Moravians joined 
them? that services had to be conducted in two languages—the 
German and Czech. A Slovak group joined them in 1540, 
and an Italian one from near Venice in 1562;5 and at least two 
of the present Huterian families have Jewish strains of blood 
in their veins. We have described the coming of a group from 
Carinthia in the eighteenth century. After the Brethren went 
into Russia several Mennonite families joined them, introducing 
Dutch and Danish blood into the group. Some of these lines 
of ancestry have been lost sight of either by dying out or by 
becoming concealed through female descendants only. In the 
communities today there are sixteen family names—Tschetter, 
Wollman, Méandel, Hofer, Kleinsasser, Glanzer, Waldner, 
Dekker, Entz, Janzen, Wipf, Stahl, Gross, Walter, Knels, and 
Wurz. Oral traditions and written records in the various 
communities indicate that three of these families probably 


tJ. M. Hofer, ‘‘The Hutterites,” in Tabor Herald, October, 1921. 

2 Beck, op. cit., pp. 300-301. 

3 The Huterian Brethren must not be confused with the Moravian Brethren. 
Both groups were found in Moravia in the sixteenth century, but the latter were of 
Moravian (Slavic) blood, the former of Teutonic ancestry. Even so well known 
a writer as Ranke confuses the two names at times. See Ranke, of. cit., p. 238. 

4 Huterian Grossgeschichtbuch, record for 1540. 

5 Beck, op. cit., p. 241. 
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originally came from Bohemia, or from Bohemian-speaking 
parts of the Tyrol, one from German-speaking Tyrol, three from 
Carinthia, three from Holland, two from Switzerland, two from 
Germany, one from Denmark, and one from Moravia. 

Though so many racial stocks have been blended in the group, 
the Tyrolese strain seems to be the dominant one both tempera- 
mentally and linguistically. Huterian people still call their 
language the Tyrolese. This more nearly resembles the Swiss 
dialect than any other, and differs from literary German by 
broadening a to o, and by prolonging u into a diphthong u-e. 
The Huterian people still have a Bible printed in Zurich in 1525 
in the Swiss vernacular;' and they cherish it inexpressibly, not 
only for its great age and its many narrow escapes from hands of 
enemies in times past, but also because its language so closely 
resembles that of their everyday speech. 

The Huterian Brethren have brought as unique a literature 
to America as has any immigrant group. It is almost entirely 
a handwritten one. Many of their books were written in the 
early days of the Reformation struggle, and the original copies 
are still preserved, while numerous copies of these books are 
constantly being made for each new community that is set up. 
These new books are still written by hand. The most interesting 
of their books are their Grossgeschichtbuch and their Kleinge- 
schichtbuch (‘Great History Book” and “Little History 
Book”’), their Rechenschaft, or manual of rules, written in 15407 
and still followed entirely unchanged, and their great collec- 
tion of hymns. 

Among the most outstanding characteristics of the group are 
extreme bluntness of speech, marked conservatism in clinging to 
the ways of their fathers, and dogged perseverance in maintain- 
ing any principle which they have decided is right. It is said 
that during the war they were the only group of conscientious 
objectors in America in which there was not a single defection, 
but to a man there was a refusal to bear arms or to do any kind 
of substitute service, to don military uniform, or obey military 


* Now in the Bon Homme Community in Manitoba. 
2 Huterian Grossgeschichtbuch, record for 1540. 3 Smith, of. cit., p. 290. 
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commands when put in prison. Of course this attitude made 
them most unpopular. Their boys were among those put in soli- 
tary confinement, and two of them died under the tortures they 
endured there.* Gray-haired preachers were pulled from their 
wagons in the streets of South Dakota to have their beards 
haggled, and mobs of infuriated citizens drove off their cattle 
and sheep, investing the proceeds in the Liberty Bonds which the 
Brethren thought it wicked to buy.? It was owing to these 
circumstances that so many of the communities removed to 
Canada in 1918. 

Huterian communities are and always have been particularly 
free from vice and crime, as they are also from poverty. There 
have never been cases of murder, arson, burglary, forgery, or 
rioting among them, their social and economic life having been 
put on such a basis that such things naturally have not developed. 
They have no policemen, nor ever call on those of the outside 
world. There is no Huterian person in a jail or prison, in an 
almshouse or orphan asylum, or in any institution supported 
by public moneys, excepting only the schools, and these they 
have greatly wished to keep their own and support. 

Opinions of those who live around them vary greatly in their 
estimate of the Huterian people. One hears such a remark as, 
“They are of no use to the country; they raise everything they 
use, and make no trade,” balanced by such a remark as, ‘They 
seem to have the most genuine religion of any people I have 
ever seen.” 

In the Huterian emphasis on keeping separate, they have no 
affiliations with any of the religious or other groups that hold 
views often closely approximating their own—with the Quakers, 
the Mennonites, or the Dukhobors. It is interesting to note 
that there has been the closest historical connection between the 
Huterian group and the Baptist, though the two groups have so 
little in common at present. Balthasar Hubmaier, of whose 
church the founders of the community were for two years 


* Hartzler, Mennonites in the World War, p. 146; Smith, op. cit., p. 294. 
2 Smith, op. cit., p. 296. ; 
3 Heath, Anabaptism, p. 69; Beck, op. cit., p. v. 
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members, is counted the greatest and strongest of all the Baptist 
leaders of the sixteenth century." 

With the exception only of the monastic communisms, the 
Huterian group is the oldest communistic organization in the 
world today, antedating all others by over two hundred years.? 
The question arises as to what has made it possible for this group 
to survive, when so many others making the attempt have 
failed. The cause is to be found in a combination of circum- 
stances. 

In the first place, the Huterian group is a deeply religious 
one, and the religious bohd is the strongest in holding a group 
together. It is also a religious group of the most ultra- 
conservative type, clinging tenaciously to the principles for 
which so many of the fathers died, and unwilling to modify 
them in the slightest degree. Therefore those differences of 
opinion have not arisen within the group which might have led 
to its disintegration. Persecution from without, if it does not 
crush life out entirely, always strengthens the bond among those 
who have endured it in common, and this has been a great 
factor in Huterian experience. 

The fact that the religious beliefs of the Huterian people 
require them to live apart from the world has also tended to 
keep their group intact, for disintegrating influences from without 
have not been able greatly to affect them. Their economic 
system has had a like tendency, for the fact that the group is a 
self-sustaining one has prevented the need for much business 
intercourse with the people around them. The communities 
are always well away from the world’s beaten tracks. 

The linguistic factor has also been an important one. The 
Huterian people have never in all the four hundred years of their 
existence lived in a country where their own language was 
spoken. The Bohemian, Slovak, Hungarian, Rumanian, Russian, 
/and English languages are all very different from their German 
dialect. 

* Newman, History of Anti-pedobaptism, pp. 132-33. 


*Liefmann, “Die heutige kommunistichen Gemeinde in Nordamerika,” in 
Jahrbiicher fiir N ationalokonomie, III Folge, 36 Band (1908), p. 145. 
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The uniform which they have chosen to wear also makes a 
barrier between them and the people whom they chance to meet, 
such that one never forgets their identity or confuses them with 
others. 

The cause of the dissolution of many religious communities 
has been the death of the leaders who founded them. The 
Huterian system is well calculated to train leaders. The active 
part that all the adult males of a community take in determining 
all matters pertaining to community life both develops leadership 
and brings it to the general notice. The fact that all leaders 
are unpaid, and that they are in no way relieved of manual 
duties when they take office, and that there are no special 
privileges for them, has greatly helped to keep out corruption, 
and to keep fit leaders in office. 

Perhaps the chief reason of all for the longevity of the institu- 
tion is to be found in the peculiarly great talent for organization 
which characterizes the group. The Huterian people, from the 
days of Jacob Huter, have had the knack of organizing all the 
details of the day’s routine into an efficient and practical working 
schedule. They have always enju::d the strength that comes 
to a highly organized group, closely concentrated, and acting 
with a harmony that is almost mechanical in its perfection. 

But these are none of them the reasons the Huterian Brethren 
themselves give. If they are asked how they have been able to 
hold so remarkably unchanged the form of life their fathers 
adopted, they will say, ‘‘It is because whenever we have com- 
pared our system with the ways of life of men who live around 
us, we have found ours to be the one which best fulfils the law 
of Jesus, that each should love his neighbor as himself.” 
Huterian elders will say with voices showing deep emotion: 
“Tt is not that we do not feel the temptation to work each for 
his own interest—every man must feel that temptation. But 
we cannot feel that we are following Jesus if we yield to it. 
We cannot see how we can look for life in heaven if we think 
more of ourselves than of our brothers.” 

If one were to summarize briefly the whole philosophy of the 
Huterian system, he would say: It is a case of the individual 
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surrendering everything to the group, in return for which the 
group takes all responsibility for the welfare of the individual. 
Each man who joins pledges all his labor and all the results of it 
to the group, during such time as he may be well enough and 
strong enough to work. The group, in turn, guarantees him 
that he shall never suffer from either unemployment or over- 
employment, that he shall be supplied with all the necessities 
of life, that in case of sickness and when he is old he will have the 
tenderest of care, and that in case of death his children will be 
looked after without the slightest discrimination between them 
and children whose parents are alive. 

It is, in a way, a combination and extension of the ideas 
involved in the recent movements in favor of old-age pensions, 
and insurance against unemployment, as well as against sickness 


and death. 
BERTHA W. CLARK 
UNIVERSITY OF CHICAGO 

















PSYCHOLOGY IN ECONOMIC THEORY 


Some psychologists look with a great deal of interest, and 
perhaps curiosity, upon the new tendency among economists to 
examine anew the foundations of their subject-matter. Psy- 
chologists can, with a great deal of sympathy, appreciate the 
attempts of some of the ‘“‘younger” economists not only to 
re-examine the claims for their fundamental economic notions, 
but, also, to attempt this re-examination through the use of the 
empirical method.’ 

While this empirical tendency in economics, as a whole, is 
hopeful, nevertheless a great deal of the present use of psychologi- 
cal notions by some economists lacks the proper appreciation of 
the present state of psychological theory. While we do not 
represent, in this paper, a point of view which is characteristic 
of all contemporary psychology, we do, nevertheless, represent a 
growing tendency in the field. It is from the point of view of 
this more recent development in psychology that we offer the 
following three criticisms, of which the first and last are of most 
importance. 

First, most economists and, also, a large group of psychol- 
ogists—from whom they borrow their ideas—make the following 
fundamental errors—so it seems to us—when dealing with the 
psychological categories of instincts: (a) They disregard the 
total situation when they explain certain types of organic activity, 
and (b) they neglect properly to take into account the organic 
state of the animal at the instant of its reaction. Our second 

t Even psychology, it is true, has not been able to free itself entirely from its 
historical methods of study—a fact especially true in social psychology. Investi- 
gators are still far from the use and profits of an empirical method. Aristotle still 
has great influence—especially his deductive method—a method which has a 
function, but with reservation because of its existential limitations; it should be 
used only as a form of inference from empirically collected data. (For a fuller 


discussion see my ‘‘Réle of Mathematics in Physics,” Journal of Philosophy, Vol. 
XVII, No. 15.) 
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criticism of these writers deals with their use of metaphysical 
notions in their explanation of inborn behavior. This criticism 
is that of technology—we object to the invocation of “‘forces”’ 
or “‘impulses” as the primary causes of native activity. Finally, 
the economists err in their attempt to shape psychological notions 
into the mold of traditional marginal economic theory. 


I 


Our first criticism can be best illustrated by Professor Dickin- 
son’s study." The book contains a schematic presentation of 
certain phases of the history of psychology. It discusses pri- 
marily those aspects of the history which are today least under- 
stood. In this field, at the present, there is much more writing 
than experimental work being done. In his book, Professor 
Dickinson attempts to answer the following question: ‘What 
are the hidden springs which cause people to work and play, 
to save and spend, and otherwise to behave as they do?” Of 
course for him these “hidden springs”’ are the instincts or drives. 
Apparently it never occurs to Professor Dickinson—any more 
than to a score of other economists‘—that the postulate of the 


* Zenas Clark Dickinson, Economic Motives. Harvard University Press, Cam- 
bridge, 1922. 

2 Tbid., p. 16. 

3 Op. cit., pp. 95 and 188 ff. 


4Carver, The Distribution of Wealth (1904), Essays in Social Justice (1915), 
“The Behavioristic Man,” Amer. Jour. Econ., Vol. XXXIII, No.1; Clark, “Eco- 
nomics and Modern Psychology,” Jour. Pol. Econ., Vol. XXVI, Nos. 1 and 2; 
‘Business Acceleration and the Law of Demand,” ibid., Vol. XXV, No. 3; Fetter, 
Principles of Economics (1904), Economic Principles (1916); Fisher, Nature of Capital 
and Income (1906), ‘Health and War,” Amer. Labor Legislation Rev., Vol. VIII, 
No. 1; Hobson, Work and Wealth (1914); Parker, The Casual Laborer and Other 
Essays (1920); Sombart, Der Bourgeois (1913), Der moderne Kapitalismus (1902 
and 1916), The Quintessence of Capitalism (1915); Taussig, Inventors and Money 
Makers (1915); Veblen, The Theory of Business Enterprise (1904), The Theory of 
the Leisure Class (1899), The Instinct of Workmanship (1914). 

Also, among another class of students, primarily interested in the application 
of psychological and economic theory to social and industrial problems, we find the 
general concept of instincts as drives employed. For example, the following men: 
Cooley, Human Nature and the Social Order (1902); Fitt, The Human Instincts in 
Business (1922); Kelley, Business Profits and Human Nature; Laski, The Plural- 
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existence of human drives is only hypothetical. In fact, the 
very statement of his problem begs the question. Why “hidden 
springs” or “springs which cause”? Is it improbable that the 
cause of human behavior is mot due to “hidden springs” ? 
Organisms of definite structure function alike universally, because 
the experiences of life for all are about the same; their functions 
are the results of the /otal situation rather than due to “hidden 
springs” or “‘certain forces which cause” such similarity of 
activity. It seems to us that it is unreasonable to suppose that 
there is energy “hidden” within the organism “yearning”’ for 
expression or existing independent of the various situations in 
which this power can be expressed. In fact, such an assumption 
is more complex and explains less—therefore of less scientific 
value—than the hypothesis that the factors in the total situation 
that are necessary to produce variations in the expression of 
organic activity are the sources, and in fact the “creators” or 


istic State (1918); Marot, The Creative Impulse in Industry (1918); Muscio, Lectures 
in Industrial Psychology (1920); Myers, Mind and Work (1921); Russell, Principles 
of Social Reconstruction (1916), Proposed Roads to Freedom (1919), Bolshevism 
(1920); Tawney, [The Acquisitive Society (1920), The Sickness of an Acquisitive 
Society (1920)]; Tead, Instincts in Indusiry (1918); Wallas, Human Nature in 
Politics (1908), Our Social Heritage (1921), The Great Society (1914); Watts, An 
Introduction to the Psychological Problems of Industry (1921); Ogburn, ‘‘ Psycho- 
logical Bases for the Economic Interpretation of History,” Amer. Econ. Rev. Suppl., 
Vol. IX, No. 1; Social Change (1923). (Professor Ogburn in his latest book, Social 
Change, seems to shift from the unreserved adoption of instincts or “unconscious 
impulses” as the primary human drives to a more emancipated position, which, 
however, is only suggested but not made clear.) 

On the other hand, we find some economists who are more cautious in their 
use of psychological categories. They are more critical of the now popular belief 
in the existence of “hidden drives or powers of action.” Some of these are as 
follows: Patten, The Consumption of Wealth (1889), The Theory of Dynamic Eco- 
nomics (1892), The Reconstruction of Economic Theory (1912), and a score of smaller 
studies, primarily in the Monist. Mitchell, Business Cycles (1913), ““The Ration- 
ality of Economic Activity,” Jour. Pol. Econ., Vol. XVIII, Nos. 1 and 2; “The 
Réle of Money in Economic Theory,” Amer. Econ. Rev. Suppl., Vol. LXII, No. 1; 
“Human Behavior and Economics: A Survey of Recent Literature,” Quart. Jour. 
Econ., Vol. XXIX, No.1; Tugwell, ‘Human Nature in Economic Theory,” Jour. 
Pol. Econ., Vol. XXX, No. 3; “The Life and Work of Simon Nelson Patten,”’ 
ibid., Vol. XXXI, No. 2. 

For a general review, see Roche-Agussol, La Psychologie Economique chez les 
Anglo-Américains, 1919. 
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“‘transformers,” of these resultant so-called forces. This trans- 
formance of energy is due to the interaction of the organism with 
the environment. 

Any action, no matter how universal, always takes place in 
an environment and is always to be accounted for in terms of 
its immediate environment plus the animal’s training or modifica- 
tion of its inherited structural complexity. To say that an 
organism acts at any given time only because of an instinct or 
force which it has inherited is to ignore these important environ- 
mental and learning factors. While some economists recognize 
the importance of the external environment as a contributing 
cause of organic activity, nevertheless they think that the 
environment is only a source of stimuli and nothing else—but 
in fact the external environment may at times be the whole source 
of the energy utilized by the organic activity, the organism 
being only the transformer of energy in this case. 

However, while it is true that animal reactions cannot be 
explained in terms of inherited structures and acquired char- 
acteristics alone, nevertheless these structures and characteristics 
can never be overlooked. Just, therefore, as our first criticism 
of psychological economists has been that they overstress the 
factor of inheritance, so our second criticism is that they some- 
times understress the importance of acquired traits. 

So we find some investigators attribute the activity which 
is prompted internally, to innate inherited forces or impulses, 
which may even discharge on their own account, to the exclusion 
of acquired abilities. But these internally prompted activities 
are not any different from behavior evoked by external stimuli; 
they result in many cases from the rhythms of organic functions, 
chance discharges of nervous energy due to the many physiologi- 
cal activities of the organism or the growth, development, or 
co-ordination of bodily tissue. 

It is a known fact that so-called instinctive acts that are per- 
formed in a given situation are dependent upon the internal state 
of the organism. But this internal state is always the result of 
two factors—not only inherited traits, but acquired ones. Thus, 
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we see that the same stimulus may provoke different responses 
in different animals or even in the same animal at different periods 
of its existence according to the variations in its experiences. For 
example, take the vigorous efforts on the part of an animal to 
secure food when it sees or smells food, or the contrary reaction, 
such as the feeling of aversion and movement of avoidance. In 
each case the type of response is due to the inherited conditions, 
as modified by experience, of the organism—the creature’s state 
of hunger or satiety. Because the internal states of organisms 
differ, therefore, any inference as to the probable reactions of 
any organism, at any given time, is so difficult to make. 

Because previous reactions and many other factors change 
the internal state of an organism, therefore, the response of an 
animal to any given stimuli is not to be inferred from the external 
environment alone or from the inherited traits, or even both, but 
from the total situation at any given time—the internal organic 
state and the external environmental conditions at the time in 
question. 


II 


My second main criticism deals with the use of metaphysical 
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categories such as “forces,” “impulses,” or “drives” in the 
attempt to explain ‘‘native” behavior. The use of the notions 
of force or impulse to explain the activities is not at all new; it 
has along history. To say that an animal acts as it does because 
of its racial history—because of the perfection of its inherited 
traits, forces, or impulses which were found of value in survival— 
is not an explanation at all of the causes of its present activity 
any more than it would be if we should say that the manner in 
which hydrogen acts toward carbon is because of its evolutionary 
history, although certainly chemical elements have a history of 
development like any other existence. An animal as much as an 
atom reacts towards its environment in its individual way, 
because of its characteristic nature. Whenever we have such 
a structure coming in contact with a given environment its 
reaction is the same no matter when in the evolutionary process 
such a total situation could have been made possible. What we 
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observe as a tendency, or a force, is nothing more than a structural 
and chemical relationship of the whole organism to its surround- 
ings. We can recall that at one time chemists—and still some 
today—thought that the readiness with which some elements 
combined to make compounds was because of the existence of 
“affinity.”” This supposed ‘‘affinity” was refined upon until it 
was thought to involve certain forces. Today, however, this 
notion is replaced by ideas of functional relations or organic 
structure of elements. It is just as absurd to think of the exist- 
ence of independent instincts—and still worse to think of them 
as impulses or organic forces of action which need to be drained 
off, expressed -or satisfied from time to time—as to think of 
gravity as an inorganic force pulling bodies together, or to believe 
in the existence of independent forces responsible for chemical 
combinations.* 

Let us take concrete instances of what we have just been 
considering: the fact that during the breeding seasons the reac- 
tions of animals differ from their usual responses—the male frog 
develops his tendency to clasp the female; birds herald the 
advent of the breeding season with courtship and song. These 
changes of activity need not be accounted for as caused by some 
innate forces, but are probably due to internal secretions, which 
take place mechanically in cycles when the organ has reached a 
certain functional state; the chemical secreted may produce the 
irritability of certain parts of the nervous system which finally 
discharges into the plates of the muscles. 

While the use of the category of instinct as force, impulse or 
drive is not at all objectionable if used as a symbol to cover the 
many physiological, neurological, and chemical reactions of the 
organism, nevertheless, even if so used, it is misleading. Most 
writers, however, insist upon the existence of inherited forces or 
instincts which function only through the organism and which 
have their sea/ in the organism. Such a metaphysical interpreta- 
tion of organic predispositions, as pointed out above, is 
unintelligible. 


1 For further discussion see my Matter and Gravity in Newton’s Natural Philos- 
ophy. Oxford: Clarendon Press. (Now in press.) 
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In Professor Dickinson’s sketch of the history of psychology, 
which occupies two-thirds of the book, we find the usual but 
unfortunate circumstance that the studies are chiefly of men 
contributing in a positive way to the general concept of instincts 
as the fundamental human motives or forces; he fails to study the 
“anti-instinct” psychologists, such as the important school of 
physiologists led by Cabanis, and profits but little by his study 
of Hobbes, for he says: ‘“‘ Now Hobbes, to be sure, is out of date— 
nearly three hundred years. His psychology is of little use to 
us directly except for his observations on the dominant motives 
of the general run of men, which are doubtless to be taken with 
some reserve.”* The psychologies of James Mill, Bain, J. S. 
Mill, however, according to Professor Dickinson, while not 
without fault, are of more lasting value. The psychologies of 
Hobbes, Cabanis, and the other psychologists of an earlier day— 
Locke, Hume, Herder, Reimar—were either not even mentioned 
at all in the essay or merely superficially referred to. Had he 
studied these writers more thoroughly, he might have developed 
a more critical attitude toward the present doctrine of instincts. 
While it is too much to expect any economist to study all of the 
figures in the history of psychology, the omission of most of the 
“anti-instincts”’ psychologists is unfortunate. A historical study 
of J. S. Mill without the study of Berkley, Locke, and Hume is 
as serious an omission as would be a historical study of Weismann 
without the study of Lamarck. 


III 


In still other ways economists force economic theory into the 
mold of psychology, in fact even into unsubstantiated psychology. 
Thus, we find the amusing attempt to fit psychological concepts 
into the confines of the accepted economic theory—which is the 
orthodox marginal economics. Take, for example, Professor 
Dickinson’s psychological foundation for the doctrine of diminish- 
ing utility. We find him writing the following with regard to 
the historical “‘additional dose’”’—in this case, the iJlustrations 
being phonograph records or bread: 


* Dickinson, op. cit., p. 40. 
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The first record, or the first loaf of bread, at a given time, is “worth” 
a good deal to the subject; its utility is high; he will respond quite energetic- 
ally to it. These are various ways of saying the same thing. But as a 
second, third and so on, loaf or record is offered him, he will do less and less 
to possess them. The rapidity with which his response will reach zero 
varies, of course, with the commodity and with the physiological state of 
the subject, but presumably a normal curve could be established for each 
commodity with reference to a social class, with sufficient experimentation. 
Such is the broad principle of diminishing utility, which has meant so much 
for the theory of value. The illustrations from common experience are 
necessarily crude and inexact. We know that in many cases the “appetite” 
for phonograph music or for whatever satisfaction is under consideration, is 
heightened by the first few repetitions; we know that over a stretch of time 
tastes are altered so that one will enjoy much more of a commodity than 
he did at first. This is because in common experience we are dealing each 
time with a community or complex of responses, whose members are shift- 
ing during the experiment. As one settles himself to listen to music, dor- 
mant responses are aroused, and distracting impulses subside, so that his 
total inclination toward the music is presently stronger than it was at first. 
But if we could dissect out one of the constituent responses and watch it in 
isolation we should find its energy diminishing from the beginning, if the stim- 
ulus remained constant. This is the Weber-Fechner law of psychology. It is ’ 
usually stated from the standpoint of equal increments of sensation (just 
perceptible differences), in which case the objective stimulus is said to 
increase at some geometric rate in order to give the simple arithmetic increase 
in sensation. For example, if the subject could just distinguish the weight 
of one ounce on the skin from two ounces, he could probably not discriminate 
between two ounces and three ounces; it would require something over three, 
perhaps four, to make a perceptible difference. This proposition can be 
put into the form familiar to economists by saying that there is diminishing 
sensibility per ounce of stimulus. The fundamental cause of the 
phenomenon is presumably fatigue of the response-mechanism or adapta- 
tion in the sense-organ.* 


Here again, the total situation is disregarded by the econ- 
omist. One would think that the satisfaction from eating bread 
gradually diminishes with the “second or third and so on loaf 
of bread” and not at the point when the individual satisfies his 
hunger, after which point the satisfaction diminishes practically 
at once to zero. Until that point of satiety is reached the feeling 
of pleasantness, which may enter into the control of wants, is 
about the same. Is it not true that an individual may derive as 


1 Op. cit., pp. 232-33. 
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much satisfaction from the last bite as from any of the previous 
ones? Professor Dickinson does not even end there in his 
search for psychological “principles.” To explain the existence 
of diminishing returns—satisfactions—the hypothetical instincts 
obviously cannot be made use of; consequently, a new application 
of the Weber-Fechner law is made. The Weber-Fechner law 
is now forced to apply equally as well in the realm of feeling as in 
sensations. “In other words, [Professor Dickinson]... . 
believes ‘feelings’ of liking and disliking are composed wholly 
of sensations, and so of course are subject to Weber’s law.’ 
In search for an authority he quotes Titchener as follows: ‘‘ There 
is some little evidence that affection, on its intensive side, obeys 
Weber’s Law. .... At any rate, it is true as a general rule that 
what gives us pleasure or displeasure is roughly proportional to 
our income, our age and status, our ambition, our standard of 
comfort. If I am starting a library with a hundred volumes, 
and a single book is given me, I am as pleased—other things being 
equal—as I should be by the addition of ten volumes to a library 
of a thousand..... All these things sadly need experimental 
confirmation; but there seems no reason why affective intensity 
should not, and there seems to be some evidence that in fact it 
does, follow the same law as the intensity of sensation.’”* But 
note that Titchener is not at all certain: he writes there is “some 
little evidence . . . . [that] sadly needs experimental evidence.” 
In fact, Titchener has the following to say when expounding the 
nature of feelings: ‘‘Many of our experiences are indifferent; 
but many of them, again, are pleasant or unpleasant. These 
two words, pleasant and unpleasant, denote elementary mental 
processes of a different sort from sensations and images; they 
are known as simply feelings.” 

What is the value of taking this unsubstantiated psychology 
to explain economic theory?4 Psychologists know that the 

t [bid., p. 234. 

2 Ibid. 

3 Beginner’s Psychology (New York, 1918), p. 79. 

4 Prof. Warren is the only psychologist of prominence who defines feeling as 


“a mental state whose chief components are systematic sensations” (Human Psy- 
chology, New York, 1919), p. 279. 





496 A. J. SNOW 


Weber-Fechner law has never been proved conclusively or even 
approximately to apply to the feelings. They know also that 
there is a fundamental difference between the sensations and 
feelings. Sensations are definitely localized; they submit readily 
to being picked out and observed; they can be made an object 
of direct attention. What is more, sensations have known sense 
organs. Feelings, however, fade away when attended to; they 
are general and they cannot be localized. That is the reason 
why Woodworth makes the following positive statement: ‘‘No 
one has ever been able to break up the feeling of pleasantness 
and unpleasantness into anything simpler,”” 

What we need is not a cramping of hypothetical psychological 
notions or suggestions to fit the existing theories of marginal 
economics, but an experimental—a case-study of that type of 
organic behavior which is interesting to the economist. So 
long as we are ready to accept the current economic theories, 
and try to find psychological categories to support them, eco- 
nomics will be found to be superficial—a creation of formal logic 


rather than of an empirically determined science. 
A. J. SNow 


NORTHWESTERN UNIVERSITY 


*Psychology (New York, 1921), p. 173. 
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Agricultural Organization in the United States. By EDWARD 
Wrest. Lexington: University of Kentucky, 1923. Pp. 
xxiii+618. $3.90. 

This book was brought into the world because “the author believes 
that a separate course in colleges and universities in the field of agricul- 
tural economics should be devoted to the subject” of presenting “a 
scientific and unbiased analysis of the forms, functions, causes, and 
effects of public and private agricultural organization in America.” 
In constructing a book designed as a text for such a course, Dr. Wiest 
has prepared a descriptive and critical account of the United States 
Department of Agriculture in its various branches (embracing nine 
chapters), a sketch of the land-grant colleges, the experiment stations, 
agricultural extension work, agricultural education under the Smith- 
Hughes law, and the state departments of agriculture, one chapter 
being devoted to each of these five topics. Having thus disposed of 
“public organization” in Part I of the book, the author in Part II 
proceeds to the exposition of “private organization.” After an initial 
chapter on state and national agricultural societies, two chapters 
are devoted to the Grange and one each to The Farmers’ Alliance, 
The Farmers’ Union, The American Farm Bureau Federation, 
miscellaneous organizations, and breed associations, after which the 
closing chapter of the book is devoted to “the farmer and the class 
struggle.” 

Obviously, there is both purpose and substance to a book thus 
conceived and painstakingly executed to a length of over six hundred 
pages. Whatever difference of opinion one might entertain on minor 
details, he could hardly question that the student of agriculture, 
whether in the college or outside, who reads this book would have a 
much more adequate realization of the different institutions which 
make the farmer’s welfare their immediate concern, and of the more 
or less distinctive objectives and methods of these institutions, together 
with their significant inter-relations, both actual and potential. 

Early in the book the author sets forth the functions of public 
agricultural organization on the one hand and private organization 
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on the other as follows: “The functions of public agricultural organiza- 
tion include investigational and statistical work, experimentation 
and research, education and demonstration, service and regulation. 
To these may be added the function of suggesting needed legislation 
to Congress and state legislatures” (p. 5). “There are four general 
functions that a private organization performs. The, may be stated 
to be the formulation of national agricultural policies, the improvement 
of the economic status of the agricultural class largely through the 
development of co-operation, aiding in the popularization of scientific 
agricultural education, and the creation of an improved social medium 
for the rural people” (p. 12). In view of the actualities of private 
agricultural organization in the United States today, the omission 
of any mention of legislative activities in this second group is striking. 

In entering a field so large and so highly developed any author must 
be rather baffled as to just which activities to include and which to 
exclude. He must be hard put to it also to determine the degree of 
detail which can be given to the different parts of his exposition if 
good balance is to be preserved and if so large a subject is to be brought 
within the covers of a single book. The reviewer would venture a 
doubt as to whether Dr. Wiest has in all cases solved these problems 
in the happiest manner. For example, devoting 114 pages to the 
technical bureaus (soils, weather, entomology, etc.) of the United 
States Department of Agriculture and only 10 pages to the experiment 
stations, while omitting state and municipal bureaus of markets 
(except for casual reference to one or two of them as subordinate parts 
of state departments of agriculture), seems a faulty emphasis. The 
leaving out, also, of co-operative associations is justified by the author 
on the ground of space limitations. But one might question whether 
a proper view of the actual organization of present-day agriculture 
in America can be obtained without at least clearly indicating the 
functional relation of these important agencies to the actual conduct of 
rural life. Is the réle of the breed associations in fact more important, 
as implied by devoting a chapter to them? And if they come within 
the logical scheme of the book, upon what rule do soil-improvement 
associations, pure-seed clubs, and similar bodies fall outside the pale? 
The chapters on the Grange and other farm organizations simply 
recast material readily available elsewhere. This, together with the 
general scope of Part II, suggests that the book might possibly have 
performed its own particular mission somewhat better if it had been 
limited to an analysis of public agencies of agricultural organization. 
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Had this been done it might have been possible to include the Federal 
Farm Loan Board; to scrutinize the functions of the Federal Trade 
Commission in connection with agricultural marketing, farm 
machinery, and other rural problems; and even to append a footnote 
on the agricultural phases of the Department of Commerce, or the 
Interstate Commerce Commission, state railway commissions, and 
like public bodies. 

In spite of the fact that the book leans toward descriptive and 
factual material, positive judgments are far from lacking. When 
they do pop up in the discussion they are not infrequently breath- 
taking in the sweep and finality of their judgments. Witness the 
sudden climax of the introductory chapter: ‘“‘Private property and 
land promote thrift and reward effort. It insures ample production. 
Through it meritorious service is rendered and recompensed. It en- 
genders attachment and love for the home and family. It promotes 
interest in the community and results in progress. It prevents 
decreased production, misery, and hardship. It prevents, also, a 
flagging of interest in the home and the community, and a stagnation 
of thought and activity in general. It is the only means of bringing 
happiness to the rural people.” 

Judged on the basis of its fundamental purpose, the book must be 
heartily approved; on the skill of its proportioning and emphasis, 
applauded rather less; and on its strict adherence to the ideal of 
“scientific and unbiased analysis of forms, functions, causes, and 
effects” viewed with an eyebrow upraised. Nor is there running 
through the work an organic concept of the agricultural industry 
which justifies the use of “organization” rather than “organizations” 


in the title. 
E. G. NouRsE 
INSTITUTE OF EcoNomIcs 
WasuincTon, D.C. 


Railway Amulgamation in Great Britain. By W. E. SIMNETT. 
London: The Railway Gazette, 1923. Pp. 155. 


The humorous characteristics of humanity seen at an old-fashioned 
horse-trading Monday in the Southwest are now on display in the 
discussions centering around the regional consolidation of our railways. 
The executives of each line are emphasizing the good points of their 
roads, hoping vainly that their opponents in the trade will not discover 
that the poor horse is blind in one eye and subject to the staggers. 
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This same process has recently been gone through in Great Britain, 
where 120 companies, owning 52,000 route miles of standard gauge 
railway and valued at approximately $6,000,000,000 have been amal- 
gamated into four large systems and in the brief space of eighteen 
months. 

Railway Amalgamation in Great Britain by W. E. Simnett, an 
officer of the Railways Amalgamation Tribunal and formerly a director 
of the Ministry of Transport, is a straightforward account of an inter- 
esting experiment that seems destined to succeed. In narrative form 
the author discusses the situation after the war which led to the Rail- 
way Act, 1921, and the work of the Railways Amalgamation Tribunal 
in bringing into effect the consolidations contemplated by the Act. 

The three most interesting chapters of the book are those dealing 
with the work of the Railways Amalgamation Tribunal. By Jan- 
uary 1, 1923, when the Tribunal was to begin to make plans for 
those companies which had not filed schemes or were unwilling to, 
seventeen of the thirty-four schemes had been approved by the 
Tribunal and referred to it, and of those left for settlement only the 
Caledonian was important and formidable and only one of these was 
referred to the Court of Appeals. Over three-fourths of the work was 
done by the railways themselves without reference to the Tribunal. 
The reader wishes that the admirably dispassionate treatment of the 
author might have given way to the extent of reproducing some of 
the heat and emotion which must have invested the procedure of 
arriving at agreements between managers and the holders of securities. 
The bare facts are given in the text and the percentage relationships 
between the capital of the group and of the constituent companies 
are given in comprehensive appendixes. Railway executives in this 
country and those who deal with, or are interested in consolidation 
in this country, should study carefully the details of the schemes so 
successfully negotiated in Great Britain. 

After reading the two chapters dealing with the agreed schemes 
(those which the railways were able to arrive at voluntarily) and the 
settled schemes (those which the Tribunal had to fix) the reader con- 
cludes that it would be wise to set a time limit for voluntary consolida- 
tion and that after the expiration of this period, committees on which 
the various kinds of security holders and the public are represented 
shall formulate terms on which the companies within a system 
approved by the Interstate Commerce Commission may be effected. 
In other words, the same machinery by which an insolvent railway is 
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reorganized could be effectively used to insure agreement on the terms 
of exchange of the securities of individual railways for those of the 
consolidation system. 

Another interesting chapter deals with the appointment of the 
compensation allowed the railways by the government for the settle- 
ment of claims against it during the years of its control. The tact 
and success of the Tribunal in allocating this $300,000,000 fund 
accounted in no small measure for the conspicuous ease with which 
the various amalgamation and absorption schemes were effected. 
Here again, however, the reader must read between the lines to get 
some idea of the clashing points of view of contestants and the power 
of common sense to settle disputes. 

Some of the most valuable material in the book is found in the 
appendixes. The texts of the more important agreements between 
amalgamated lines and the tables showing the ratios for the exchange 
of securities should be of great worth, not only to railway officials in 
this country, but to students of the problem. The maps in Appendix 
VI bring home forcibly to the American reader the fact that competi- 
tion in service between the main groups in Great Britain is practically 
eliminated. This situation contrasts sharply with the provisions for 
consolidation contained in our Transportation Act, 1920. 

E. S. GREGG 


WasuinctTon, D.C. 


Dumping: A Problem in International Trade. By JACOB VINER. 
Chicago, Illinois: The University of Chicago Press, 1923. 
Pp. xiiit+343. $2.25. 

This is the most complete and thoughtful study of dumping that 
has been made. It is a valuable contribution to our knowledge of 
practices in international trade. The author has rendered a distinct 
service both to students and to those responsible for our commercial 
legislature. 

The reviewer does not altogether agree with the definition of 
dumping as “price discrimination between national markets.” This 
includes what the author denominates “reverse”? dumping which 
occurs “‘where the home market of the seller is made the dumping 
ground and higher prices are charged to purchasers in foreign markets.” 

It is almost inevitable that the price to be obtained for a com- 
modity will not be the same on the date of sale in different national 
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markets. Prices in any market fluctuate with the conditions not only 
of supply but also of demand, and those conditions vary in the markets 
where the commodity under consideration is disposed of. The price 
for building materials, for example, is apt to be different on a given 
date in Japan from what it would be, say, in Cuba. Domestic 
producers of building materials will export by preference to the market 
where prices are highest, but production and sales and trade channels 
and connections cannot be immediately adjusted to altered conditions 
of demand and it follows that sales in different national markets will 
necessarily be made at different prices. 

The definition of dumping given by the author, therefore, extends 
the meaning of the word to include some practices that have not here- 
tofore been considered as “dumping.” The definition adopted by the 
United States Tariff Commission appears to be more in accord with 
the use of the word among business men. That definition is that 
dumping is “the sale of imported merchandise at less than its pre- 
vailing market or wholesale price in the country of production.” Mr. 
Viner objects to this definition on the ground that the reduction con- 
templated in the foreign price might be overcome by customs duties 
and import charges in the importing country with the result that the 
price paid by consumers of the imported goods would be higher than the 
price in the market of the country of production. The objection is 
not well taken. The export price is none the less a dumping price even 
though it is countervailed by charges or penalties in the importing 
country. 

The reviewer believes that the author has inadvertently left the 
impression that dumping has been more prevalent than available evi- 
dence indicates. In his search for indications of dumping he has found 
and reproduced much that shows the existence of the practice. This 
would lead unwary readers to suppose that dumping has played an 
important part in international commerce. In reality, however, 
verified instances of it have been relatively few. 

In his discussion of the motives for dumping, the effects of it, and 
the measures that have been adopted to prevent it, Mr. Viner’s work 
is excellent. His reasoning is thoroughly sound and his statements 
are well authenticated by documentary evidence. Among the aspects 
of the subject which he develops there are two which have unusual 
significance. The first is that the leading offenders in the practice 
of dumping have been Germany and the United States. The reason 
for this is that a high tariff and monopolistic control of prices are essen- 
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tial conditions to the continuance of “long-run” dumping whatever 
may be the motive of it. The other significant aspect of the subject 
is the failure of all important commercial countries except the United 
States to attempt to control the practice of dumping by legislation. 
An effort in France to put through an anti-dumping measure in 1908 
was abortive. In England, after long discussion there was passed, 
in 1921, the Safeguarding of Industries Act, but this act “is so hedged 
with restrictions and qualifications as to give no promise of having any 
practical significance.” 

The only other countries mentioned by Mr. Viner as attempting 
countervailing measures are the British self-governing colonies. 
Among them the movement began in Canada in 1904. Mr. Viner 
attributes the origin of the anti-dumping law of Canada to the wish 
of the liberal government to deprive Canadian manufacturers of 
their most potent argument for high protection by singling out the 
practice of dumping for legislative restriction. The reviewer is of the 
opinion, however, that the cause of the act was somewhat different. 
The growth of combinations in the United States and the unfair 
practices in competition in their domestic market bred intense hostility 
in the United States. This led to the adoption of federal measures to 
control the combinations and prevent the practices. These same 
combinations had carried on in Canada the same practices which 
excited antagonism at home. Naturally the people and the govern- 
ment of Canada were as much concerned over the results as were the 
people and government of the United States. The Anti-Dumping 
Act of 1904 was adopted for the same reason and aimed against the 
same offenders as the anti-trust legislation of that period in the United 
States. The spread of the policy of dumping control to other parts 
of the British Empire appears to have been due to the success with 
which the Canadian law was administered against the United States. 

THOMAS WALKER PAGE 


INSTITUTE OF ECONOMICS 
WasuinctTon, D.C. 


Monetary Theory before Adam Smith. By ARTHUR ELI MONROE. 
Cambridge: Harvard University Press, 1923. Pp. xi+312. 
$3.00. 

The period covered in this survey has been subdivided into five, 
entitled: “‘The Ancient World”; “The Middle Ages”; “‘The Begin- 
nings of the Modern Age”; “From Davanzati to Locke”; and “The 
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Eighteenth Century.” The author finds that five of the topics 
“which now engage the attention of writers on monetary theory” 
were noted and to some extent discussed by the ancients, namely, 
“the evolution of money, the functions of money, the influence of 
money on mankind, the qualities of the money material, and the value 
of money” (p. 13). In Part I he has described what the thinkers of 
Greece and Rome wrote on these topics and has made them the basis 
of his subdivisions in the succeeding four parts, adding new ones as 
they appeared. He has thus made it easy for the reader to trace 
throughout the entire period the development and modifications of 
each phase of doctrine. 

In the introductory chapter of each part he has mentioned the 
principal authors of the period and their writings and in the closing 
one has given an excellent summary of the doctrines and ideas dis- 
cussed in greater detail in the intervening chapters. His concluding 
chapter is entitled “Money in Mercantile Thought.” A good Bibli- 
ography aad Index follow. 

The author’s treatment of the mass of literature involved in this 
survey has been objective, comprehensive, and fair, and by his method 
of analyzing and organizing his material and by painstaking care he 
has succeeded in making clear and in showing the similarities and 
differences between ideas scattered throughout a large number of 
books and pamphlets published over a long period of time. He has 
done well a very laborious task and deserves the gratitude of all econo- 
mists. It is to be hoped that he will continue the good work by bring- 
ing down to date this excellent history of monetary theory. 

Witiiam A. Scott 

UNIVERSITY OF WISCONSIN 








